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RESULTS — The Acid Test
JUST as a man is measured by his deeds, so must a school be judged by the accom
plishments of its students. Results are the acid test of any accountancy training, and
the fact that many Walton men have achieved success is reasonable assurance that our
training will be of help to you. Whether you wish to win the C. P. A. degree or enter ex
ecutive accounting work, you owe it to yourself to select a course of proved dependability.

What Walton Training Has Accomplished
More than nine hundred and seventy-six Walton students have passed the C. P. A., C. A., or American
Institute examinations (students successful in both C. P. A. and Institute examinations are counted
only once), a record of real distinction. Walton students have won nineteen medals for high honors in
the semi-annual Illinois C. P. A. examination. In competition with students from schools, colleges and
universities the country over, Walton-trained men also received special distinction in American
Institute examinations for nine consecutive years.

A Walton-trained man won highest honors and the gold medal award in the
May 1928 Illinois Certified Public Accountant Examination. Seventeen
(more than forty per cent) of the forty-two successful candidates were Walton
Students.
Intensive day review course, 4 weeks, for Fall 1928 Institute and C. P. A. Examina
tions. WRITE FOR PARTICULARS.

Day and Evening Classes and Correspondence Instruction
As day classes are started at frequent intervals it is usually possible for a day student to begin at
almost any time at the point in the course for which his previous education and experience qualify
him. Evening resident classes start in September and January.

Our Large Free Book Gives Further Facts
Let us send you further proof of the achievement of Walton students. Our free catalog, “The Walton
Way to a Better Day,” tells of the many Walton men who have become auditors, comptrollers, and
executives in large manufacturing and mercantile concerns, as well as members of prominent ac
counting firms. Send for your copy of this interesting book —- today!

Walton School
Commerce

GEORGE J. TEGTMEYER, C. P. A., Secretary
339-349 McCormick Building, Chicago

WALTON SCHOOL OF COMMERCE
339-349 McCormick Building, Chicago

J-A-8-28

Without obligation on my part, please send me a copy of “The Walton Way to a Better Day,” and suggestions as
to what you can do to help me advance in the business world.
Name.....................................................................................................

□ Correspondence Instruction

I AM
INTERESTED
City and State....................................................................................
IN
Occupation..........................................................Age.........................

□ Resident Evening Classes

Address................................................................................................

When writing to advertisers kindly mention The Journal

□ Resident Day Classes
□ Resident Day Review Course
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This standard size 25-volume set of
Modern American Law, cited by
Supreme Courts as “M A L ,” is
the basis of the Blackstone course

A Law Course for Accountants
immediately as a valuable reference work upon the
HE field of business venture which comes under serves
the examination of the accountant in modern entire field of modern-day law.
practice has become so broad that a thorough
Elaborate Lesson Material
knowledge of law and equity is well nigh indis
But the set of text books is only one part of this rather
pensable.
unusual course. There is, in addition, the instructive lesson
In an address before the ninth annual meeting of material mailed at regular intervals. The lessons direct the
’s study efforts carefully, provide him with the written
The American Association of University Instructors student
to be done, and call his attention to the rules of law per
in Accounting, Mr. Edward E. Gore, C. P. A., of work
taining to his regular daily affairs. The LL.B. degree is conferred
Chicago, and a former president of the American upon graduation.
Included in the group of 80
Institute of Accountants
prominent law authorities who
said in part:
prepared the text and lesson
. The modern
material of the course are
Justices Taft and Sutherland
tendencies of accounting
of the U. S. Supreme Court, the
practice are such as . . .
deans of eight leading resident
call for training in the law
law schools, university law
Blackstone Institute teaches one subject only—
professors and state supreme
in directions that have
1
Law, and its present course is based on 36 years
court judges.
heretofore failed of recog
of experience in non-resident educational work.
nition. This tendency sug
Law Training Increases
The instruction method is a combination of
Accounting Practice
gests the desirability of
2 text reading and study of leading illustrative
extending the courses pro
cases — a method recognized as the best and
There is evidence to show
most thorough plan yet devised.
that advanced law training,
vided for the primary
such
as the Blackstone Institute
education of the public
authors of the Blackstone course are out
provides, enables public ac
3 The
standing authorities in the field of law. They
accountant. . . . These
countants to increase their
know what law you need and how to teach it
practice and come in contact
courses of study are al
to you.
with lines of work they would
most entirely of a legal
not otherwise obtain.
nature. ... It is certain
This explains why in recent
years accountants have been
that both the accountant
Institute
in constantly increasing
turning
to
the
Blackstone
and the lawyer need to know more about each other’s numbers and it is to be noted that the
profession than has ever been the case before.”
majority of these are established practi

GOOD REASONS

Spare Time Law Training
Accountants who appreciate the value of additional law
study can get, where resident instruction is impractical, the
training they need through the extension law course conducted
by the Blackstone Institute.
This course, in addition to the usual business law subjects,
also covers the field of Adjective Law. Instruction is given in
the law of Evidence, Pleadings in Civil Actions, Practice in
Civil Actions, Equity, Equity Pleading and Practice, Attach
ment and Garnishment, Judgments and Executions, Courts,
Taxation, Probate Law, Bankruptcy, Real Property, Landlord
and Tenant, Private Corporations, Partnership, and 45 other
subjects.
Graduates of this course are practicing law in every state.

The Outstanding Law Course
The Blackstone Institute delivers to its students immediately
upon enrollment the complete set of text books for the entire
course — not one volume at a time.
This is the famous 25-volume Modern American Law library,
cited as standard and authoritative by courts of last resort.
(See illustration in miniature above.) This library forms the
basis of the course and because of its elaborate indexing system

tioners who possess the C.P.A. certificate.
Write for Details
The complete story of Blackstone
training for accountants is given in an
attractive 128-page book, “The LawTrained Man.” A copy will be sent you
free upon request. Use the convenient
coupon below or address a post card
request to Blackstone Institute, Dept.
310-C, 307 N. Michigan Ave., Chicago,
Illinois.

BLACKSTONE INSTITUTE
Dept 310-C, 307 N. Michigan Ave., Chicago, 111.
Please send me by mail, and without obligation, a copy
of your free 128-page book, “The Law-Trained Man,”
and details of your law course and service.
Name
Business Position
Business Address
City................................................... State

When writing to advertisers kindly mention The Journal
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Accountancy

THE JOURNAL OF ACCOUNTANCY

III

MILES AWAY... but completely
in touch with all the vital facts
These remarkable machines give you
a true statement of your business
every day

complete picture of the activities at plant or office.

Without adding a man to the payroll, ElliottFisher machines reduce the most complex ac
counting operations into a system of incredible
simplicity and accuracy. They gather all the
details together and focus them in reports that
can be grasped at a glance. No matter what
ODERN accounting methods are making
system you use, the Elliott-Fisher will readily fit
it easier for men to get their noses away
into
from the business grindstone. The busy execu
 it and simplify it.
tive or head of a company can now leave his The story is as simple as the Elliott-Fisher
desk for a few days, and wherever he goes re
method. Let us give you the facts. Your name
ceive every day an accurate report of the facts
and address on the coupon below will bring
and figures in every department.
our representative, who
will quickly demonstrate
Through the use of Elliott-Fisher accounting
how Elliott-Fisher will
writing equipment subordinates can place in the
improve your busi
mail every night, records of sales, production,
ness control.
inventories, shipments, accounts receivable and
payable, cash balance and other vital facts. All
posted to the minute. All presenting a true and

M

Elliott-Fisher
FLAT SURFACE ACCOUNTING-WRITING MACHINES

Product of

eneral Office
G

Equipment Corporation

General Office Equipment Corp.
342 Madison Avenue. New York
Gentlemen: Kindly tell me how
Elliott-Fisher can give me closer
control of my business.

Name.................................................

342 MADISON AVENUE - NEW YORK CITY

When writing to advertisers kindly mention The Journal

Address.....................................................
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A Second Supplement
to the

ACCOUNTANT’S INDEX
from JUNE, 1923, to JANUARY, 1928
THE COUNCIL OF THE AMERICAN INSTITUTE OF ACCOUNTANTS
APPROVED THE RECOMMENDATION MADE BY THE SPECIAL
COMMITTEE ON ADMINISTRATION OF ENDOWMENT THAT THE

WORK BEGUN WITH THE PUBLICATION OF THE ACCOUNTANT’S

INDEX IN 1920 SHOULD BE CONTINUED AND SUPPLEMENTS

SHOULD BE PUBLISHED FROM TIME TO TIME.

During the past eight years three editions have
been published under the endowment fund

The Accountant’s Index 1578 pages
First Supplement 599 pages
and now
The Second Supplement
containing 789 pages
The references which are contained in the
present supplement do not duplicate those
which appeared in the original index and
the supplement of 1923
All Three Are Necessary
to reach the entire field of accounting literature
Prices
New Supplement $10.00
The Complete Set $25.00

American Institute of Accountants
135 CEDAR STREET, NEW YORK
When writing to advertisers kindly mention The Journal of Accountancy
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Forty-three per
cent of firms that
suffer destructive
fires and loss of
records never re
sume business —
Safe-Cabinet pro
tection will assure
the safety of your

YOUR fire.

At the End of the Day
POSITIVE PROTECTION
URNED records in the night caused irreparable

financial losses to many businesses last year. In
BSafe-Cabinet,
Remington Rand offers positive protec
tion against this non-insurable risk, protection certified
and tested in hundreds of actual fires.
Safe-Cabinet is but one of many Remington Rand
products provided to promote and protect your profits.
Remington Rand offers to business over forty-six thou
sand different products from twenty-eight modern
factories. More than fifteen thousand skilled workmen
are continuously employed in these factories, and over
four thousand sales representatives are serving business.
One of these men is as near as your telephone, ready
to serve you at your call. Remington Rand Business
Service Inc., Remington Rand Bldg., Buffalo, N. Y.

Remington Rand
BUSINESS SERVICE Inc.
REMINGTON

• KARDEX • RAND

DALTON • POWERS

• SAFE-CABINET

• KALAMAZOO

BAKER-VAWTER • LINE-A-TIME

LIBRARY BUREAU
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The Post-Graduate
School of Accountancy

Revised
Printing!

offers

A Course in Preparation

139 New
C.P.A.
Exams.

for the

C. P. A. Examination
of
November, 1928

Second Edition—January, 1926
Second Printing (revised)—November, 1927

C.P.A. ACCOUNTING
Theory, Auditing and Problems
by

George Hillis Newlove, Ph.D., C.P.A.
Associate Professor, Johns Hopkins University

A three-volume digest of problems and
questions given in 746 C. P. A. examinations
by accountancy boards in 48 states; June,
1927 papers are included. Distribution is:
California.......................
Florida............................
Illinois.............................
Indiana...........................
Massachusetts..............
Michigan........................
Missouri.........................

26
22
37
21
16
20
22

New Jersey..................... 16
New York....................... 49
Ohio................................. 22
Pennsylvania.................
29
Washington.................... 29
Wisconsin.......................
16
Other States.................. 421

Volumes I and II
Contain 264 problems and 4,595 questions,
classified in related groups, with lectures au
thenticated by 7,579 specific references to
recognized accounting authorities.

Volume III
Part I solves problems in Volume I; Part II
problems in Volume II. Bound separately or
together. Time allowances are given so prob
lems may be solved under C. P. A. conditions.

A Golden Opportunity
This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

FREE EXAMINATION COUPON
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on five days approval the books
checked.
□ Complete Set (Three Volumes, 1,195 pages). $15.00
□ Volume I and Solutions, $7.50
□ Volume II and Solutions, $7.50
I agree to pay for the books or return them postpaid within
five days of receipt.

,

This course is especially recommended
to accountants who are to take the New
York State Examination under the tem
porary waiver of the academic require
ments of the University of the State.
The course will begin on Tuesday,
September 11th, and close on Thursday,
November 8th, 1928. There will be twenty
seven evening sessions of three hours each.

PAUL-JOSEPH ESQUERRE, C.P.A.
20 Vesey Street, New York City

Telephone: Whitehall 6616

Every Accountant’s Library
Should contain the following Exhibits, each one
an invaluable aid and reference for Accountants
engaged in System Installation Work.
Each volume is substantially bound and contains
full accounting procedure, Chart of Accounts and
actual samples, (not illustrations or sketches) of
all forms required for installation of system
described.
Each one represents years of research work, and
embraces ideas and methods, all tested and
proven by leading concerns in the line of busi
ness under discussion.

Hadley’s Pathfinder System for
Hotels and Clubs..................................... (Size 11x14) $ 6.50
Automobile Dealers...............................
“ “
5.00
Laundries .................................................. “
“
5.00
Contractors and Builders.......................... “
“
5.00
Plumbers and Electrical Contractors... “
“
5.00
Finance Companies ................................... “
“
3.00
Truck Cost Accounting............................... “
“
3.00
Trust Dept. Accounting............................ “
“
10.00
Realtors and Subdividers.......................... “
“
2.00
Wholesale and Retail Merchants........... “ 11x11
3.00
Insurance Agencies ................................... “
“
3.00
Personal Accounting............................... “
7x11
2.00
Any of the above Exhibits will be shipped PRE
PAID upon receipt of price shown, subject to
refund if desired, upon return in good condition
within 15 days from receipt. ORDER TODAY.

Signed...................................................................................................

Charles R. Hadley Company

Street......................................................................................................

330 No. Los Angeles St. Los Angeles. California

City.......................................................................................................
Write for Illustrative Circular

—— pathfinders
in

looseleaf

systems

When writing to advertisers kindly mention The Journal of Accountancy
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Prepare for the November, 1928

AUDIT
WORKING
PAPERS
By J. Hugh Jackson
An authoritative text on one of
the most important phases
of Accountancy

Price $5.00 a copy

This book outlines a plan for the
accountant to follow when he

audits a set of books and places be
fore executives and owners the find
ings of his audit.

C.P.A. and American Institute
EXAMINATIONS
AT THE

CO-OPERATIVE

TRAINING COURSE

THE CO-OPERATIVE TRAINING COURSE was
offered for the first time in June, 1922, in response to
a long and insistent demand of those who recognized
the need of a review in preparation for C.P.A. examina
tions which would be organized scientifically and con
ducted by experts of established reputation and skill.
The unusual success which attended the first course and
which has been since generally maintained by succeed
ing groups of candidates has served to confirm the
utility and desirability of the CO-OPERATIVE
TRAINING COURSE. From the outset, the CO
OPERATIVE TRAINING COURSE has attracted
only the best type of candidates, many of whom have
had long and varied experience in the practical field.
Testimonials from former members of the classes are on
file and may be freely consulted by those who may wish
to investigate before enrolling.
The course in preparation for the November examina
tions will begin on Saturday, September 8, 1928, and
close on Saturday, November 10, 1928.
If interested write for announcement addressing the

CO-OPERATIVE
150 Nassau Street

TRAINING COURSE
New York City

or telephone Beekman 7738

The subject of working papers from
a practical standpoint forms one of
the most important phases of an
auditor’s work; a discussion of this
technical phase of the public ac
countant’s work is the sum of this
book.
This book fills a long-felt want, it
should be in the library of every ac
countant’s office and be made avail
able to every member of his staff.
It should be read and studied by
every student who is preparing him
self to enter the public practice of
accounting or auditing.

Your work is faster
neater, with one
of these pens!
HESE numbers iden
tify the Esterbrook
pens especially adapted
for rapid, neat,and clear
entries. For your par
ticular hand and your
particular work, at least
one of them will be
exactly right.

T

An Esterbrook pen not
only gets away to a perfect
start — you’ll find it lasts like
a Marathon runner. Theright
stuff's in it.
Try these Esterbrook
Accountants’ Pens, or write
for full information to

Esterbrook Pen Co.
Dept. AA4, Camden, N.J.

American Institute of
Accountants Foundation

135 Cedar Street

New York, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy
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COACHING

The

for

Balance-Sheet

C. P. A. EXAMINATIONS

By Charles B. Couchman, C.P.A.

The next Examinations for the States of New York
and New Jersey, and for admission to the American
Institute of Accountants, will be held

November, 1928
The REVIEW in preparation for these examina
tions, consisting of forty lectures, given daily
(Monday to Thursday, inclusive), at the Engi
neering Building, 25-33 West 39th Street, New
York, from 6:15 to 7:45 P.M., will commence on

Tuesday, September 4th, 1928
The same coaching is available by correspondence
for those desiring it. Those who are interested can
obtain complete information from the

C. P. A. Examinations Review

Bound

Price

IN

$3.00

Cloth

FISK BUILDING
Broadway at Fifty-seventh Street
NEW YORK CITY

Telephone: Columbus 9180
C.P.A. EXAMINATIONS REVIEW

conducted by
Henry L. Seidman, B.CS., LL.B., C.P.A. (NY)

HIS book explains the use of
T
the balance-sheet in the busi
ness world of America today.

HE Bulletin of the American Insti
tute of Accountants is a monthly
publication devoted exclusively to re
porting news of interest to accountants.
Miscellaneous events affecting the pro
fession, meetings of accountants’ organi
zations, reviews of speeches and articles
by accountants, court decisions, legisla
tion, activities of the Institute and
personal notes are some of the subjects
regularly reported.

T

THE
Journal of Accountancy
INCORPORATED

135 CEDAR STREET, NEW YORK, N. Y.

Enclosed is one dollar ($1.00) for which please
send the Bulletin for one year beginning. . . . 1928

it is not possible to define
and explain fully all the classi
fications which may appear upon a
balance-sheet, an effort has been
made in this book to select those
that are most common, an under
standing of which is necessary in the
preparation of correct balance-sheets.

As

This volume covers practically all

the classifications appearing in
the balance-sheets of commercial
organizations of standing, such as
those whose securities are listed on
the New York Stock Exchange.

Name........................................................................

Address.....................................................................

The Journal of Accountancy

State.............................. ,.........................................

135 Cedar Street

When writing to advertisers kindly mention The Journal

of
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To Candidates
for the next C. P. A. Examination
N addition to its regular Course, the International Accountants Society, Inc., offers
a special Coaching Course for Accountants who are planning to take the C. P. A.
Examination.
This Course will he supplied only to those who are already competent accountants,
as no attempt is made to teach general accounting in this course. The instruction is
pointed directly at the C. P. A. Examination.
Something more than a knowledge of accounting is necessary to insure success in
the examination room.
Solving examination problems is vastly different from the usual work of making au
dits, installing systems, or conducting investigations. Many men with little or no practical
experience can solve C. P. A. problems readily—many others with years of experience
flounder pitifully in the examination room. WHY? The candidate is required to work
at top speed. He must work with limited information. He has to construct definitions.
Very often it is necessary for him to use unusual working sheets.

I

The C.P. A. Coaching Course given by the International Accountants Society, Inc., pre
pares you to meet such conditions. The fee is $42 and the text consists of twenty lessons.

Particularly noteworthy features of the training are:
100 problems in Practical Accounting with
solutions and comments
100 questions and answers in Accounting Law
100 questions and answers in Auditing
100 questions and answers in Theory of
Accounts
Elaborate explanations and comments that in
clude, in addition to the finished statements or
solutions, such items as suggestions for "Notes
to the Examiner,” working sheets, side calcu
lations, use of proper terminology, and discus
sions of authoritative opinions.

Problems and questions (1) actually used in
a C. P. A. or an A. I. A. examination, or (2)
specially prepared to train the candidate in
handling certain points likely to be encoun
tered in the examination.

Personal correction,criticism, and grading of
every examination paper by a Certified Public
Accountant who has himself passed the C.P.A.
examination. There are sixteen such Certified
Public Accountants on the Active Faculty of
the International Accountants Society, Inc.

A SPECIAL booklet, “How to Prepare for the C. P. A. Examination,” is now ready for those
who are interested. For a free copy, just write your name and address below and mail.

International Accountants Society, Inc.
A Division of the
ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, "How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for accountants.

Name_________________ _ ___ Company...._____________________ Address-------------------_____—

When writing to advertisers kindly mention The Journal

of
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Ledger, Statement and Proof
In One Operation
on a

Burroughs
New Burroughs Machines furnish an original
ledger, an original customer’s statement and
prove the work automatically in one posting
operation.
While completing these records Burroughs Auto
matic Bookkeeping Machines are so flexible that
they can also provide automatically as a by
product any information desired, such as:
Total Sales to Date
Sales Subject to Discount
Daily Analysis of Balance
Distribution of Sales by
Owed by Months
Departments.
or other important information

Some of these machines will also furnish Ac
counts Receivable Ledger and Statement with
complete typewritten description of entries.
Whatever the nature of your Accounts Receivable
problem, the local Burroughs man can help you
select a machine exactly suited to your require
ments — and without obligation.
CHECK APPLICATIONS WHICH INTEREST YOU--------------

BURROUGHS ADDING MACHINE COMPANY, 6348 SECOND BLVD., DETROIT, MICHIGAN
Gentlemen: Please send me more information on the bookkeeping problems I have checked.

Payroll □

Stock Records □

On cash or check payments

Accounts Receivable
Ledger and statement in com
bination—ledger and end of
month statement, with or with
out carbon—skeleton or itemized

Of quantities—values— or both
quantities and values together

Costs □
As shown on stores records, pay
roll and distribution summar
ies, cost sheets, etc.

Distribution □

Accounts Payable
Ledgers with or without remit
tance advice—Journal-voucher
system instead of ledger—in
cluding registration of invoices

Sales Audit □
By clerks and departments,
cash, charge and C. 0. D.

Labor—materials—purchases
—sales—expense—cash

Journalizing and
General Ledger □
Complete typewritten descrip
tion, or date and amount only

Name_________________________ Firm_________________________ Address__________________
When writing to advertisers kindly mention The Journal

of

Accountancy
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Teaching Them to Think
By F. W. Thornton
Of late, colleges have emphasized a claim that they teach
students to think. Sixty years ago my father taught me to swim.
The procedure was to put me in the water, support me beneath,
and cry “Swim, swim, swim.” He kept time to the cries with
spanks on the wet skin. I know that the spanks eventually
ceased and that in a feeble sort of way I can swim, from which it
may be deduced that the desire to swim, together with the urge to
escape the spanks did drive me to keep up somehow. Swimming
is not taught in that manner now; one is taught not alone the
Why, but the How.
Similarly our teachers give problems, often well selected, and
say in effect, “Think, think, think”; as though thinking were a
natural attribute needing no instruction, like breathing or the
beating of the heart. Indeed, there are not lacking those who
would teach us to breathe—does not the radio gentleman tell us to
snort breathing exercises while he counts numbers? Our pro
fessors do not even spank their budding thinkers.
About the year 1878 there appeared in Great Britain a person
calling himself Professor Charles Frusher Howard, the California
Lightning Calculator. His celerity in solving problems of straight
mathematics was, to my young mind, miraculous. He was good
enough to tell me his secret. His father, too, had been a rapid
calculator and had trained Charles to work his problems without
the use, even mentally, of words. He pointed out that in any
mathematical computation, as ordinarily conducted, almost the
entire time is taken up, not in the actual calculation, but in the
operation of clothing the result with words. Thus, he put down
a figure, say 9, and below it another, say 7, then drew a line below
them and told me to add them. The time occupied in realizing
that the total was 16 was infinitely small; one could not write the
answer quickly enough. Then another figure was placed below
the 16, to be added; again the mental operation was of unmeasur
ably short duration. This was continued until some six or eight
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figures had been added. Then these figures were placed one
below another to be added in a single operation; now the time con
sumed was quite measurably large, probably many thousand
times longer than the sum of the periods that had been needed by
the mind actually to add the figures. This difference in time was
due to the fancied need to realize to one’s self the words represent
ing the partial totals as the footing proceeded.
Another proof of the drag on the mind entailed by our custom
ary way of thinking in words was suggested by Howard. Those
who spoke more than one language were requested to perform
similar computations in two languages. Test after test showed
wide variation in time, computation in the language less readily
spoken taking the greater time.
Many years later a strange confirmation was obtained. The
Japanese are in the habit of making their smallest computations
with the soroban, the Japanese abacus. With this instrument the
unit computation is mental, and is registered not in words, but
with a flip of the fingers on the abacus. An expert operator, dis
cussing its speed, offered to compete with me in making a long
footing—six columns, 42 items to the column, items averaging
eight figures. With the help of Mr. Howard’s advice I had
gained a partial freedom from the incubus of words in footing,
and managed, by the hardest work, to win by a little. Then we
took each a large multiplication. I was not now nearly so well
able to discard words, and the soroban man left me disgracefully
behind.
The soroban expert said that the limit to the speed to be
obtained was defined by the speed with which the fingers could
move the beads, just as an expert musician’s speed on the piano is
limited by physical, not mental, agility.
Further discussion with this Japanese expert brought forth the
fact that he had been educated at Harvard, and that for a time
he was a distinguished student in mental computation. When the
teachers found that he had a little soroban in his hands and con
fiscated it, he fell to the bottom and stayed there.
This is not altogether surprising when it is considered that
without the soroban his only refuges were the English language,
which was foreign to him, and his own language that has longer
and more awkward names for the figures. Only one of our
integers—seven—has a name of two syllables, and these are
compact and pronounced almost as one. Compare this with four
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integers in Japanese—ichi, roku, shichi, hachi—all of two sylla
bles, three of them with syllables that must be pronounced
separately. I say, pronounced; not that they are spoken aloud,
but the mind, operating as it does with most of us, first makes the
computation, then repeats to itself the words representing the
result. Every one knows that if in footing a single column of
figures a large total has accumulated, the column being very long,
speed is cut down; it is so because of the habit of pronouncing
mentally such a mouthful as “seven hundred and twenty seven”
as each additional figure is added. I am of the opinion that the
highest speed at which the mind will permit these imagined words
to pass is limited to the highest speed at which the spoken word
could be understood; the mind is naturally honest and does not
easily shirk what seems to be its duty. As we have trained it it
goes through the motions of expressing itself in words that could
be understood by another. How speed in footing is gained by
adding two or three figures at once! The mental work of compu
tation is not decreased but the partial totals to be mentally
pronounced are fewer.
The bad effect of this habit of thinking in words is not by any
means limited to problems in figures. Professor Howard be
wailed the fact that only in figure computations had he learned to
omit words. Is there any doubt that the effective thinking of
those who have a copious and ready vocabulary is clearer and
more rapid than that of others more limited in their vocabulary
or less practised in its use, although, I believe, slower and less
clear than that of one who could omit words? Have we not all
met men whose thoughts are expressed in a few ready-made
phrases, that fit the thoughts like a ready-made suit of clothes?
Do not their effective thoughts bear the stamp of inferior
ity? By “effective thought” I mean the thought as it finally
emerges, clothed with words. Perhaps the original thought was
superior.
Another evil enters here: we mistake the words for the thought;
bend the thought to fit the best words that come to our minds;
credit ourselves with a brilliant thought when we really have
clothed some kind of a thought with what we consider an admi
rable form of words. Then we take the ill fitting form of words as
a basis for further thought.
Some of our teachers have so far fallen into this pit that they
have made a fetish of phrases—one says we accountants are all
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wrong because we should call reserves by another name; another
has a new name (which no man knoweth save he that inventeth it)
for invested capital. How shall these teachers teach students to
think? They berate us even when they agree with our thoughts
because we do not use their formulae; they think that they think,
whereas they have become ready-made word tailors using handme-down phrases which they substitute for thoughts.
Another of our teachers volunteers a definition of “income.”
We had this word before he was born and knew what we meant by
it. We also knew the thing that he calls “income,” and had
another name for it; we called it “outgo.” This gentleman had
not a new thought, nor has he discovered a new idea, but mistak
ing words for thoughts has misapplied a word to an idea to which
it does not refer except in his mind.
If we must use words for communicating ideas, not new and
strange but accepted meanings are needed. There can be no
“correct” meaning of any word other than the meaning it con
veys to another; that is its entire reason for existence.
There is more argument among accountants over forms of
expression than over all real differences of opinion. All of us hold
that plain honesty is the only test of accounting theory but we use
varying words to express the same meaning.
The relative celerity of thought as it is or is not reduced to
words is well enough recognized, but only indirectly. We speak
of the operation of the subconscious mind, of intuition—are these
more than thought without words? Our ordinary practice might
well be described as the operation of the self-conscious mind.
Can we not train ourselves to make use of the so-called subcon
scious mind? I think so; indeed I have attributed whatever
clarity or speed of thought I have ever attained to an attempt to
use the subconscious mind. This, perhaps, is not an argument
in its favor, but I assure you that but for this attempt my mind
would have operated even less clearly and quickly.
Dangers attend the person who can control his subconscious
mind. In discussions of involved matters for instance, the mind
may detect a fallacy instantly: if it be declared before the thinker
has clothed it with words, he risks the charge that he is guessing
or at least judging upon insufficient premises. We should not
need words to think for ourselves: we must have them to impart
our thoughts to others. The contempt with which the more ig
norant look upon an opinion not immediately supported by a
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demonstration in words tends to make the thinker doubtful of his
own mind and ready to fall into the slough of words in which
others struggle.
Here are, then, two lines of development that might be culti
vated : wordless thought for one’s own benefit and the ability to
put that thought into the most nearly suitable words for the
benefit of others. Probably no words ever expressed any thought
more than approximately. Try to express the same thought in
several languages; you may then find how inexactly words express
our ideas.
No words halt the mental operations of the chess expert who
plays many simultaneous games, blindfolded; his work stands out
from the mass of mental exercise as a singular feat of the mind.
It is no more, I verily believe, than could be done in other fields
of thought were we but rid of this clogging, hampering habit
of putting every thought into words. The expert has a mental
wordless picture of the board; it would be possible for him to put
it in words, somewhat in this way: “Well, my opponent has a
queen’s pawn on square a j and one of those things that look like
a Coney Island wooden hoss on square 4-11-44, etc.” Then he
could conduct about one half of a game simultaneously.
No doubt there are other and more important ways of training
thought; I can speak only of the small things of which I have a
little glimmering. Were there teachers who could teach it not
the least of the sciences might be “The Mechanics of Thought.”
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Accounting for Charity’s Millions
By Harold R. Caffyn
Handling collections which, during the past twelve years, have
approximated $88,000,000 and making disbursements at a hun
dred scattered points, some of them thousands of miles apart, in
ten different countries involving more than ten different curren
cies, is the problem that has had to be faced by the Near East
Relief, one of America’s large philanthropic enterprises.
This organization was founded during 1915 and was originally
committed to raise $100,000. It was later incorporated by act of
congress in 1919. Its work originally consisted of the collection
of funds and commodities throughout the United States and the
distribution of these for relief purposes in the Near East. It has
for some time past supplemented this relief work with a programme
of reconstruction and education, including the foundation of schools
and workshops and the introduction of scientific farm machinery,
rug weaving, carpentry, shoemaking, building and other trades.
It has also gratuitously transferred funds from Armenians and
others in this country to relatives in the Near East.
Some idea of the magnitude of this work can be gathered from
the fact that since 1922 Near East Relief has received and shipped
15,931,320 pounds of old clothing and shoes, 1,946,928 cans of
milk, as well as tons of corn, flour, beans, prunes and other com
modities. The problem of gathering these commodities in small
units and subsequently shipping, warehousing and distributing
them in countries of poor economic development is one comparable
with that faced by very few large corporations.
It will be realized that the vast geographical field covered by
the activities of Near East Relief and the extensive nature of its
work have developed certain points of accounting interest and it
is with the thought that some of these points may be of use or
interest to the readers of The Journal of Accountancy that this
article has been submitted.
ORGANIZATION

The organization is readily grouped under three main headings:
State and regional offices
National headquarters office
Overseas areas
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The term “state office” when used in this article is intended to
apply to the state and regional offices in the United States. The
term “areas” applies to the overseas areas in the Near East.
Originally each state had a local volunteer committee operating
under the direction of a prominent citizen as chairman and an
outstanding banker as treasurer. It was later found more eco
nomical to amalgamate certain of the smaller state offices into
regional offices with an organization similar to that previously
adopted by the state offices. These state and regional offices
direct the policies governing the collection of contributions in
their districts, subject to whatever broad national policies may be
laid down by the national headquarters office. The funds so
collected are transmitted to the national headquarters office as
directed by it.
The national headquarters office consists primarily of the na
tional board of trustees, which functions through an executive
committee, which, in its turn, delegates its executive details to a
general secretary, a cabinet and a subordinate staff. The na
tional headquarters office is in a position to exercise a control over
all funds received through the state and regional offices and a
similar control over all expenditures made from these funds.
BUDGETS AND QUOTAS

The nature of the society’s work has naturally made some form
of budgetary control not only advisable but absolutely necessary,
and such a control has been built up and developed since the fiscal
year 1923-1924.
The budgeting of expenses in a society of this type automati
cally calls for some budgeting of income, and a system of control of
quotas has been developed along with the budgetary system.
The expenditure budget is divided into two sections; the first
for relief disbursements and the second for the expenses incidental
to campaigning and administration. The relief estimates are pre
pared by the area departmental heads and submitted to the local
directors of finance and supply who, in conjunction with the man
aging directors of the areas, consolidate the departmental budgets
and forward the resulting area estimates to the office of the over
seas director general. Copies of these area estimates are sent
direct to the comptroller in the national headquarters office. The
overseas director general, receiving the originals of the estimates
from the various areas, makes any necessary revisions, consoli
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dates them, adds the estimates for his own office and forwards the
consolidated estimate to the New York office with his comments
and recommendations. The estimates are then examined by the
foreign department associate general secretary and forwarded to
the comptroller. Naturally, this all takes some time, and the
preparation of the budget in the local areas is started at least two
months in advance of the fiscal period to which it relates as the
mail time to New York from the closest area is two weeks and
from the furthest area a month.
In the meantime the state offices throughout the country have
been estimating the amount they can raise in their respective
territories, taking into consideration the general projects and
types of work it is proposed to include in the relief expenditure
budget. They likewise estimate the cost of raising the money.
These estimates, together with figures affording comparison with
the actual expenditures and the budget for the previous fiscal
year, are sent to the field department associate general secretary
who studies them and passes them on to the comptroller with his
recommendations.
The comptroller consolidates the field and foreign department
estimates with the estimated expenditures for national head
quarters administration and control, which are prepared by the
department heads in the national office and submitted to him for
his consideration. The comptroller and his staff then consider
the consolidated estimates and adjust the figures submitted
where they deem it necessary. On the basis of their adjustments,
all of which are discussed with the New York representatives of
the departments concerned, they then make their budget and
submit it to the executive committee for approval or alteration.
The budgets were originally prepared on an annual basis, but
this was subsequently changed to a six-monthly basis in order to
give closer control.
An interesting feature of the Near East Relief budget is the
provision for relief work, not possible at the time the budget is
prepared, which it may be possible to embark upon prior to the
end of the period covered by the budget. Such items are carried
under the caption “extended programme” and, in some cases, a
special drive is organized to provide funds for a specific part of
the work so carried.
Originally the income quotas for the various state offices of
Near East Relief were determined upon an average established by
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considering the relative wealth of each state, its realty holdings,
bank deposits, the extent of its population, the amount of its in
come-tax payments and the amount of its known contributions to
charity and religious organizations. After Near East Relief had
built up its own statistics and records, however, it was found that
its appeal had, apparently, a pulling power of its own which did
not conform to any of the usual bases of computation and, from
that time on, quotas were based on its own past performances sub
ject to consideration of the prevailing industrial and social condi
tions. The fact that the local committees are composed to such a
large extent of financial men of the districts concerned enables the
national headquarters to treat the estimates submitted with
considerable confidence.
APPROPRIATIONS

Using the budget as a maximum, the executive committee fur
ther controls relief expenditures by means of monthly appropria
tions, submitted to it for approval, granting to the overseas
areas an amount not exceeding one-sixth of the semi-annual
budget.
In addition to these regular monthly appropriations for stand
ard operations, the executive committee votes special appropria
tions from time to time, to cover any specifically allocated funds
received or any items in the extended programme for which funds
may have become available. It has also, on rare occasions, voted
emergency appropriations for outstanding pieces of work, even
though funds were not available, in the hope that the nature of the
emergency would produce the necessary contributions.
It is the practice to include appropriations made in the general
bookkeeping system, and a control of expenditures is thus main
tained. The appropriations set up are regarded as liabilities for
the purpose of the accounts prepared by the Near East Relief,
although they are not so treated in the accounts prepared by the
public accountants.
The standard appropriations are controlled by six-monthly
periods; period “A” January 1st to June 30th and period “B”
July 1st to December 31st. At the end of each six-monthly period
a statement is prepared showing, for each area:
(a) Appropriations granted for the period—credit account
(b) Advances against appropriations—debit account
(c) Advances accounted for—credit account
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(d) Area expense analysis—debit account (equal in amount
to “c”)
Any excess of advances against appropriations over advances
accounted for is carried forward to the ensuing period. Any
excess or shortage of appropriations granted (credit) as compared
with expense analysis (debit) is reported to the executive com
mittee, which passes resolutions canceling or increasing the appro
priations to bring them into line with the actual expenditure.
The adoption of this system ensures that the attention of the ex
ecutive committee will be called to large discrepancies in the
budget or in expenditures.
REPORTS AND THE COLLECTION OF ACCOUNTING DATA

The controlling accounts maintained at the national head
quarters office are built up from information collected at that office
by means of reports rendered by the subsidiary departments, the
state offices and the overseas areas.
All income received by Near East Relief is acknowledged on the
society’s official receipt form. These receipt forms are made out
in quadruplicate and are numbered serially. The greater part of
the income is received in the state offices, and where donations
received in the national headquarters office are applicable to the
state offices these donations are reallocated to the state to which
they apply. The original receipts are used as acknowledgments
to the contributors; the second and third copies provide office and
statistical records; the fourth copies are bound and form the
cashbook of original entry. Daily reports are made by the state
offices covering contributions received. These reports take the
form of signed bank deposit slips and are supported by copies of
the receipts issued during the day.
State office expenditures are made by voucher cheques, signed
by the local director and countersigned by a representative of the
local volunteer committee. Copies of these vouchers, supported
by copies of the invoices covered and a transcript of the cash-dis
bursements book, are forwarded to the national headquarters
office twice monthly. Monthly reports by the states include
general-ledger trial balance, duplicate of bank statement, bank
reconciliations, canceled cheques and a report on the status of
pledges. From these reports consolidated statements of financial
and statistical value are prepared for the executive and productive
officers.
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The state-office trial balances are prepared in standardized
form and include major captions for the following:
Debit
Cash
Campaign and administrative
expense
Furniture and fixtures
New York account

Supported by reconciliations, etc.

Remittances to national headquarters

Credit
Contributions
Interest on bank balances
Advances from New York

The limited experience of the assistants whom it is found
possible to employ in the state offices renders necessary the adop
tion of the simplest possible accounting system. With this in
view, an accounting manual was prepared and sent to all state
offices. This manual outlines in detail all the cash and ledger
entries which will normally be required. No journal is provided
at these offices and all journal entries which have to be recorded
on the state-office records originate in the New York office at the
time of receipt of advices or at the time of audit. Such entries
are forwarded to the state offices and are recorded on their
ledgers.
Complete accounting records are maintained at all areas.
Inter-area transactions are recorded by means of debit and
credit memoranda, copies of which are sent to the New York
office. The areas and national headquarters office exchange
transcripts of accounts monthly and reconcile them. The areas
also submit monthly statements of operations and statements of
assets and liabilities. The monthly operating statements give,
in addition to financial data, percentages of costs per orphan,
number of persons benefited and other valuable statistical in
formation. The areas render to the national headquarters
office, every six months, reports of physical inventories of property
and equipment.
Copies of all these reports are submitted to the overseas
director general’s office for review by the inter-area auditor.
This review necessarily includes a comparison of similar costs in
the different areas and, to facilitate this comparison, the operating
reports list, first, the items which can logically be compared with
similar items in other areas and, secondly, those which, owing to
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differences in governments, transportation facilities, geographical
location or other prevailing conditions, can not be so compared.
The overseas area reports are also submitted in standardized
form. Summarized forms of the balance-sheets and operating
statements follow:
BALANCE-SHEET

--------- Area
As of May 31, 1928
Assets

Cash and cash items
New York drafts........................................................... $-------Cash.................................................................................
.........
--------- $------New York current account—undrawn balance of appro
priations .......................................................................
.........
Advances and accounts receivable.....................................
.........
Less reserve for doubtful accounts.................................
.........
Prepaid items......................................................................
Supplies...............................................................................
Property and equipment
Real estate.......................................................................
Equipment at headquarters............................................
Equipment at stations, units, etc...................................
Less reserve—100%........................................................
Total assets............................................................

Liabilities
Accounts payable..............................................................
New York current account—overdrawn balance of appro
priations .......................................................................
Transmission items.............................................................
Special appropriations unexpended (as per operating
statement)....................................................................
Funds held in reserve—including uncanceled balances of
appropriations of prior periods, capital profits, etc...

$--------

$--------

.........
.........
.........
..... ....

Total liabilities.......................................................
$-------Working capital
Balance, December 31, 1927..................................... $-------Add underexpended appropriation, January 1 to
May 31, 1928 (as per operating statement)..........
.........
.........
$-------
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OPERATING STATEMENT

-- Area
Jan.1 to
Apr.
30/28

May,
1928

Jan. 1 to
May
31/28

Operating expenditures
Regular operations
.................

Headquarters administration

$---------

$-------

$---------

..........

—

—

—

Special operations.............................
Total operating expenditures.. .

.

$---------

Appropriations granted
Regular monthly appropriations....
Special appropriations......................

.

$---------

$-------

$---------

Total appropriations granted.. .

.

$---------

$---------

$-------

Balances of appropriations
Regular (as per balance-sheet)........ .
Special (
“
)..........

$-------

$---------

$-------

$---------

$---------

$---------$-------

$-------

A summary and brief description of the principal accounts in
the national headquarters general ledger follow:
Area appropriation credit
account

Cr.

Area advance account

Dr.

Area advances accounted for

Cr.

Area expense analysis

Dr.

Area individual remittances
advised

Cr.

Control for detail ledger by areas and
semi-annual periods—appropria
tions granted
Control for detail ledger by areas and
periods—advances of drafts, cloth
ing, services, etc., to areas, against
appropriations granted
Control for detail ledger by areas and
periods—contra accounts, account
ing for expenditures made out of
advances
Control for detail ledger by areas and
semi-annual periods—advice of
funds received for transmission to
Near East from relatives, etc., in the
United States—contra to individual
remittances advised
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Area individual remittances
paid
Area capital account

Dr.

Area capital appropriation
account
Relief expense

Cr.

Control for detail ledger by areas and
periods—payment of above funds

Dr.
Control for detail ledger by areas.
See text

Control for detail ledger by periods.
Expense incidental to relief work.
Expenses by departments, e. g., bu
reau of information, field depart
ment, finance department, speakers’
bureau, etc., etc.

Dr.

National headquarters expense Dr.
accounts
Various bank accounts
Securities owned

Dr.
Dr.

Accounts receivable—No. 1

Dr.

Accounts receivable—No. 2

Dr.

Furniture and fixtures—na
tional headquarters
Warehouse trucks—na
tional headquarters
Real estate

Dr.

State prepaid items

Dr.

Donated securities unsold or tempo
rary investment of funds
Control for detail ledger—affiliated
societies and state offices
Control for detail ledger—other ac
counts receivable—including ad
vances to employees for traveling,
etc.

Dr.
Contributions of real estate in the
United States not yet sold

Dr.

Inventories of stationery, supplies,
etc.

Paper account
Suspense ledger control
Requisitioned purchases

Dr.
Dr.

See text
Cost of purchases, made at request of
areas, pending shipment

Reserves for depreciation
Accounts payable
Drafts advised

Cr.
Cr.
Cr.

Control for detail ledger

Drafts authorized

Cr.

Control for detail ledger by areas and
periods. See text

Drafts paid
Miscellaneous receipt
accounts
General relief contributions
Individual remittance
contributions
Various specific contribu
tion accounts

Dr.
Cr.

Interest, etc.

Cr.
Cr.

Accumulative account
Accumulative account

Cr.
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Relief contributions appro
priated

Accumulative account—contra to
area appropriation credit account—
offsetting general relief contribu
tions
Dr. Accumulative account—contra to area
individual remittances advised—
offsetting individual remittance
contributions
Dr.

Individual remittances ad
vised

Numerous reports of financial and statistical significance are
rendered by the national headquarters staff to the executive
committee, of which one of the most valuable is a monthly state
ment showing accumulated income and expense and comparisons
with the budget figures.
AUDIT AND CONTROL

The handling of such large funds over so extensive an area has
necessitated a considerable amount of auditing work. This work
has been shared by outside accountants and by the internal
auditing staff of Near East Relief.
The national headquarters staff includes a state auditor whose
duty it is to examine all reports rendered by the state offices and
supporting vouchers. He satisfies himself as to the accuracy and
authenticity of disbursements made and collections reported and
makes periodical visits to the state offices, as a result of which
he renders reports to the local committees in addition to those he
prepares for the comptroller.
The overseas area auditing is divided between a firm of char
tered accountants in the Near East, an overseas area auditor,
operating from the overseas director general’s office in Constanti
nople, and an internal overseas auditor at the national head
quarters office.
The chartered accountants have been engaged for some years
in making current audits and rendering semi-annual reports to the
comptroller in New York for submission to the executive com
mittee. These reports are reconciled in detail by the national
headquarters internal auditor with the duplicate accounts main
tained on the basis of overseas reports rendered.
The overseas internal auditor cooperates with and supple
ments the work of the chartered accountants. He reports to
the comptroller in New York and to the overseas director
general.
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The national headquarters internal auditor scrutinizes, checks
and verifies the reports rendered by the overseas areas prior to the
entry of transactions in the national headquarters records.
The national headquarters accounts and records are audited by
public accountants, who render semi-annual reports thereon.
The time necessary for transit of mail and advices to the over
seas areas renders any attempt at prompt detailed statements of
the consolidated position almost impossible, and the practice is to
charge the areas on the head-office books with all advances of any
kind made to them and to treat such advances as expenses or
relief distributed for the purpose of the consolidated accounts
which are prepared early in each month up to the end of the pre
ceding month. Further accounts are kept, entitled “area
advances accounted for” and “area expense analyses,” and, when
the detail of disbursements has been received from the overseas
areas and audited, this detail is placed in these accounts and a
more correct, but necessarily more delayed, statement of the posi
tion is prepared.
Since the field of relief activity is so far distant from the head
quarters office in New York, and since the transportation con
ditions and inaccessibility of the areas make a ready clearing of
accounts impossible, New York has advanced to each area capital
funds of sufficient size to permit the orderly continuation of relief
activities for a period of two months should the source of income
be suddenly curtailed at any time.
These advances automatically create an overdraft of funds
advanced on the overseas areas’ books as compared with appropria
tions granted to the area and the executive committee has, there
fore, made capital appropriations of sufficient size to offset the
advances made.
Most of the area disbursements are, of course, made in foreign
currencies. All New York controlling accounts are in dollars,
the conversion and resulting exchange differences being taken care
of on the area books. In a few outlying districts, however,
expenditures are still recorded in the foreign currency and reported
to the head office in that currency for conversion at the average
monthly rate and for inclusion on the national headquarters
books.
Considerable difficulty was experienced during the early days in
the reconciliation of inter-area accounts. This work has been
considerably facilitated during recent years by the establishment
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of the overseas director general’s office in Constantinople and by
the use of the suspense ledger in New York.
An advice received from area “A,” for instance, affecting area
“B” is journalized as a definite transaction so far as area “A” is
concerned on the New York books; but the contra entry affecting
area “B” is placed in area “B” account in the suspense ledger.
Here the entry remains until advice is received from area “B,”
when the suspense entry is transferred to the regular account of
that area. At the time when area “A” originates an advice to
New York, it also originates a memorandum advice to area “B,”
which that area promptly picks up on its books prior to the
dispatch of its confirming advice to New York.
The need for accounts showing not only the monthly and yearly
operations but also the accumulated figures since the organiza
tion of Near East Relief has rendered advisable the use of accu
mulative accounts. An example of these accounts is found in the
area appropriation credit account which represents appropriations
granted to the areas. No debit entries are passed to this account
except cancellations of appropriations made and the account is
never balanced off, the total carrying forward from year to year
and the yearly figures being obtained by comparison with previous
statements. In order to ascertain the undrawn appropriations
at any time, comparison must be made with the area advance
account which shows only advances made against appropriations.
DONATIONS IN KIND

In addition to the large amount of cash handled by Near East
Relief, numerous contributions are received in the form of food
stuffs, particularly condensed milk and old clothing. These were
originally handled by Near East Relief, but during more recent
years they have been handled by Near East Agency.
Near East Agency is a subsidiary of Near East Relief. It does
not handle any cash whatever, and all its expenses are paid by
Near East Relief. It undertakes the collection, storing and ship
ping of all contributions in kind. Clothing, for instance, is
collected by Near East Agency, New York, which issues to the
contributor a receipt at the rate of 30 cents a pound. Near East
Agency, New York, then ships this clothing to Near East Agency
warehouses in the overseas area. Near East Relief areas re
quiring clothing, requisition it from the appropriate Near East
Agency overseas warehouses. Advice of requisitions is rendered
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to Near East Relief, New York, which charges the Near East
Relief area “advance account” at 31 cents a pound. All freight
and shipping charges have already been borne by Near East
Relief and are accumulated on the New York books under
“accounts receivable—affiliated societies.” When the debit is
made to the area “advance account” a sum sufficient to clear the
debit on the Near East Agency account is credited to that account
and the balance is credited to contributions on the Near East
Relief books. It will thus be seen that no contributions in kind
are recognized in the Near East Relief accounts until they are
utilized in the overseas areas. The difference of 1 cent per pound
between the price at which the contributor is credited and the
price at which the area is charged provides, approximately, for the
shipping and storage charges.
The chartered accountants auditing the overseas areas render
semi-annual reports on the Near East Agency overseas ware
houses.
NEAR EAST INDUSTRIES

Another subsidiary of Near East Relief is Near East Industries.
This subsidiary sponsors and supervises the industrial work
carried on in the Near East and arranges for the sale of the product
in America and Europe.
Near East Relief supplied the original capital for the founda
tion of Near East Industries workshops which have, since that
time, been practically self-supporting except for a subsidy
granted by Near East Relief. This subsidy is charged in the relief
expense accounts of the areas on the theory that it is the difference
between a living wage and what the old and infirm could obtain
in the more competitive commercial factories.
Cost records are maintained by Near East Industries and any
slight profit or loss is absorbed periodically by Near East Relief.
FINANCING

The financing of the overseas areas has always been a problem
to Near East Relief. In its early days in 1915 its funds were
carried to the areas almost entirely by missionaries and other
Americans and Europeans who were on the field and ready to
serve. War conditions prevailed in those days, and it was fre
quently necessary to send funds from America to London or
Paris, from London or Paris to Geneva and from there to the in
terior of Turkey or southern Russia.
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The system of financing by drafts was developed as conditions
settled down and there was a time when, owing to violent fluctua
tions in exchange rates and lack of banking facilities, Near East
Relief drafts became one of the most acceptable currencies in the
Near East. During these days drafts were drawn in dollars on
Near East Relief in New York with an alternative of drawing
them in sterling or francs on certain English and French banking
institutions. Accounts were maintained with these branches for
several years and then an agreement was entered into by which,
although current balances had been withdrawn, drafts in sterling
and in francs were still honored in London or Paris and then
cabled to New York for charge against the Near East Relief
accounts maintained in the headquarters accounts there.
The use of the Near East Relief drafts as currency naturally led
to their getting into the hands of obscure merchants and traders,
and there are still outstanding drafts approximating $50,000,
issued between 1915 and 1923. It is most probable that the
majority of these drafts will never be presented for payment and
have, in fact, been lost or destroyed.
For some years past the issuing of drafts has been controlled
entirely by the New York office. Drafts are prepared by that
office based upon the amount of appropriation granted to an area
for the month, making due allowance for any purchase, clothing
shipment or other charge which may already have been made
against the appropriation. These drafts are signed by a repre
sentative of the treasurer, dated the first of the month for which
they apply and mailed out from New York to reach the area in
time for current use. When they are mailed from New York they
are charged to the area “advance account” and credited to
“drafts authorized.” Before these drafts can be negotiated in
the overseas areas they must be countersigned by the area
managing director or his representative and by the representative
of the area director of finance and supply. The drafts are then
sold in the open market or utilized in payment of accounts and at
that time the New York office is advised of their negotiation by
means of the return of duplicate copies of the drafts bearing the
countersignatures and indicating to whom they were endorsed
and the date on which they were negotiated. Upon receipt of
these advices the New York office charges “drafts authorized”
and sets up a liability under “drafts advised.” The negotiated
drafts reach New York and are presented by various banks for
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payment, when “drafts paid” is debited. At the end of each
month the financial statement prepared by Near East Relief
shows the amount of drafts authorized but not negotiated and the
amount of drafts negotiated but not presented for payment, the
total of these two items representing the liability of Near East
Relief for drafts passed to the credit of the overseas areas. It
has been the practice to write back in the published accounts the
amount of postdated drafts outstanding at the reporting date.
The accounts of Near East Relief do not place any value on the
workshops, orphanages and equipment in the overseas areas,
as it is considered that they are of no value to any other concern
and are only of value to Near East Relief, itself, during the con
tinuance of its work, which always may terminate at quite short
notice.
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Accounting Treatment of Securities (Retirable)
Discount and Expense
*
By David Himmelblau

This paper will be limited to the discount and expenses arising
in connection with the sale of bond issues and preferred stock
issues to the investing public. To avoid confusion the comments
will be limited to retirable securities as distinguished from nonretirable securities.
The items coming under the caption of discount and expense are
well known. By the term “discount” is meant the excess of the
par value of the securities issued over the actual cash value of the
consideration received for such securities. By the term “ex
pense” is meant all costs in connection with the issue and initial
sale of the securities, such as fees for drafting the documents, filing
fees, cost of printing securities, commissions paid brokers for
marketing the securities, etc.
Assuming that the items to be included under the heading of
discount and expense have been satisfactorily arrived at, the ques
tion arises as to what disposition should be made of the total,
first, in the case of debt issues and, second, in the case of pre
ferred stock issues. I shall also assume that we are not limited
by any regulatory commissions or inherited opinions, but that the
questions arising are to be considered de novo. For the purpose
of arriving at sound conclusions the first step is to review the va
rious cases which may arise; the second step is to formulate the
principles to be followed. I shall take the easier problem first;
namely, debt issues.
case 1
Facts: “X” Electric Company, on April 1st, borrowed $100,000
from the First National Bank for 60 days at 6%, no commission.
The interest for the 60 days was $1,000. The bank deducted it
from the loan and credited the company with $99,000.
Question: How should the discount of $1,000 have been dealt
with in the monthly statements?
Answer: The answer to this problem is to set up a prepaid ex
pense as of April 1st, and charge off one half thereof, or $500
* An address delivered before the accounting section of the National Electric Light Associa
tion at Atlantic City, June 5, 1928.
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against April, and the remaining 50% against May. The reason
for this procedure is that each month had equal use of the funds
and therefore should bear equally the expense of obtaining the
use of the funds.
case 2
Facts: To meet the notes coming due “X” Electric Company on
June 1st sells $100,000, 5%, one-year notes to its bankers at 95½,
interest payable semi-annually.
Question: How should the $4,500 commission to the bankers be
dealt with in the monthly statements?
Answer: Following the reasoning in case 1, the answer to this
problem is to set up a prepaid expense of $4,500 as of June 1st, and
write off 1/12 thereof, or $375, against each of the twelve months
commencing June 1st.

3
Facts: Assume that in case 2 the expenses arising from the
issue, such as legal opinion, printing the notes, etc., aggregated
$1,200.
Question: What disposition should be made of these expenses?
Answer: While these items are frequently charged off when the
bills are paid it is obvious that such items are just as much a part
of the expenses of obtaining the funds through one-year notes as
the bankers’ discount. Hence, the more accurate method is to
treat the discount and expenses alike; namely, as a prepaid ex
pense to be spread over the life of the issue. On this basis, the
monthly charge to income is $475. The ratio of this monthly
charge to the average monthly borrowings gives the true rate of
interest paid on borrowed money, the latter being an important
factor in forming an opinion as to the company’s financial condi
tion. The interest rate can be worked out on an actuarial basis
in those cases where a high degree of accuracy is desired.
case

4
Facts: To meet the one-year notes at maturity “X” Electric
Company decided to issue 75-year first mortgage 5% bonds. The
bond indenture contains the usual clauses as to security, earnings,
sinking fund, additional issues, etc., etc. To carry out this
programme the one-year notes are called April 1st at 102, the 75year bonds are sold to the bankers at 95 and the expenses aggre
gate $2,500.
102
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Question: What disposition is to be made of the 2-point premium
on the one-year notes; namely, $2,000?
Answer: The usual answer is to charge the premium on the
notes against the income of the month in which the notes are re
tired. Further consideration indicates that there was no reason
to accrue the premium during the prior months because there was
no contract obligation to retire the notes prior to maturity.
Moreover, there was no certainty that the notes would be called
as a matter of good business, and even if the company had in
mind to call them, the amount of premium to be paid is usually
unknown until the call date is fixed.
Before accepting this routine answer, consideration should be
given to the reason for calling the one-year notes. It will be ad
mitted that the borrower is not handing out a $2,000 gift to the
note holders. It follows then that the calling of the one-year
notes was an unavoidable element in the issuance of the 75-year
bonds. If this be true, why is not the expense of calling the notes
part of the cost of issuing the new bonds? If the answer to this
query is yes, then it follows that the premium on the called issue
becomes part of the debt discount and expense of the new issue.
case 5
Facts: Case 4 involves an additional point not heretofore men
tioned. On April 1st when the one-year notes are called at 102
there are two months’ unamortized discount and expense aggre
gating $950.
Question: What disposition should be made of the $950 un
amortized discount and expense?
Answer: The orthodox answer is to charge off to surplus the
amount of discount and expense unamortized when the notes are
called.
However, in case 4 it was stated that the premium on the called
issue may be treated as part of the debt discount and expense of
new issue. If this reasoning is sound, then it follows that the
unamortized discount and expense of the old issue also becomes
part of the debt discount and expense of the new issue.

case 6
Facts: Assume that instead of issuing 75-year bonds the “X”
Electric Company decides to issue a modern investment preferred
stock with the usual clauses as to security, earnings, sinking fund,
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etc. Assume further that this sinking fund would retire this pre
ferred issue during the same period as in the case of the bonds,
namely, the next 75 years. This issue is sold to the bankers at 95
and the expense aggregates $2,500.
Question: What disposition is to be made of the discount and
expense aggregating $7,500?
Answer: The usual procedure is to charge this item to preferred
stock discount and expense account, a sub-account under un
adjusted debits or deferred charges. This account stands un
changed until offset by premiums on other issues of preferred stock
or the board of directors charges it off against surplus or profit and
loss, either in total or in instalments.
However, if the facts be studied more closely it will be noted
that the only difference between the bond and the preferred stock
is legal: the first is a creditor relationship and the latter is an
ownership relationship. From a business standpoint the bond
and preferred stock issues are identical; both the bonds and the
preferred stock are redeemable securities; the money is obtained at
the same rate and will be paid back at exactly the same dates; the
clauses as to interest or dividends, additional securities, etc., are
the same. It is submitted that the primary function of account
ing statements is to record the results from business operations
as accurately as possible and to accomplish this purpose legal
technicalities may be ignored provided no rights are disturbed.
If this proposition is agreed to, then it follows that for accounting
purposes the legal distinction between the bond and the preferred
stock may be ignored; that the preferred stock discount and ex
pense should be spread over the 75 years; that by so doing the
monthly income statements will disclose the true cost to “X”
Electric Company of the borrowed funds used in the business.
CONCLUSIONS

Study of the foregoing cases leads to the following conclusions,
viz.: (1) that the accounting treatment of preferred stock dis
count and expense should be the same as debt discount and ex
pense in those cases where preferred stockholders are in fact lend
ers rather than borrowers. This situation usually arises when the
preferred stock is retirable either by call or through the sinking
fund. (2) That the premium paid on the called issue together
with the unamortized discount and expense applicable to the
called issue are part of the debt discount and expense of the re
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funding issue. This treatment is required to obtain the true rate
of interest paid on borrowed money.
However, it should be borne in mind that the foregoing sug
gestions are contrary to orthodox treatment and the regulations
issued by the interstate commerce commission, as well as the
various state commissions; but it is difficult to find any reason
supporting the present procedure except the overworked adage
that it is best business practice to be conservative.
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Understanding Budget Preparation and Control
By C. Y. Colgan

It is the purpose of this article to restate the fundamentals of
budget preparation and control rather than to outline reasons for
installing a budget system. Most companies, large and small,
have realized the necessity of a budget and are willing to testify
in favor of its use. But in observing the practical operation
of a budget by many corporations, one is impressed with an ap
parent misunderstanding, by those most interested, of the use
of certain terms in the assembling of figures. For example, one
frequently reads articles on the subject of budget which are seem
ingly paradoxical. Consequently confusion often exists between
the members of the accounting department and the operating or
financial executives. One such statement is worded as follows:
“The real underlying basis for budget control is the undeniable fact that
a sale is not a sale until the account has actually been paid in cash.”

Compare this strictly cash picture with the following statement
taken from the same article:
“The budget should operate so that the executives of the company could
withdraw from the business at any time and know exactly what money
they could take with them. They should know that no unexpected obli
gations could arise which would call for the return of part of that money.
It is not enough that the budget serve as a means of determining the present
status of a business ... it must actually insure profits.”

In the last quotation one observes that unexpected obligations
and profits must include unpaid bills or obligations. The result
is an accrual basis and not a cash basis.
If an accounting department attempted literally to follow a
strictly cash basis in assembling expenditures, the treasurer would
be apt to be misled, as certain bills payable would be omitted
from the figures and he would not have the so-called “cash sur
plus” entirely free to disburse for additions to plant, dividends,
etc. Furthermore, to exclude bills payable would confuse the
operating executives when they attempted to match expenditures
against their original estimate (budget), as it is conceded and un
derstood that an operating executive estimates the budget at the
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beginning of the year without consideration of the actual date of
disbursements or receipts.
Between these two groups of executives (operating and financial)
we find the accounting department confused because of the misuse
of terms on the one hand and the lack of knowledge as to what is
required on the other. To maintain a budget which can be
analyzed monthly or quarterly and can be controlled by the books,
and at the same time serve the operating and financial executives
there must be a basic equable formula and a clear understanding
by all concerned of the proper use of terms. This result can
only be attained by proper internal corporate education so that
everyone may converse in the same language.
TERMINOLOGY

The term “cash basis” is of interest only to the treasurer and
should have no place in the original budget prepared at the begin
ning of each year. Monthly or quarterly statements should be
prepared, showing actual receipts and expenditures taken from
the books on an accrual basis and converted to a cash basis by
reconciliation if necessary. In some businesses this conversion
would not be necessary as the amount of unpaid liabilities and un
collected receipts carried over from the previous month practically
balances with similar items in the current month carried over to
the subsequent month. Statements thus prepared can be con
trolled by the books,and unsettled receivables and payables maybe
shown as a footnote to guide the treasurer in his use of the figures.
“Accrual basis” is a term of interest both to operating executives
and to the accounting department. It is the formula on which the
budget is originally prepared by the operating executive and is the
basic formula for all corporate accounting records. Statements
of expenditure and revenue taken from the books monthly or
quarterly are comparable with the budget for the same period and
also form the basis of profit-and-loss calculations by the treasurer,
after taking into consideration depreciation and other book
“write-offs” which have no part in the budget programme.
The item of bills or accounts payable represents liabilities in
curred for which the company is responsible and makes entry
during the current month, although the treasurer does not ac
tually pay them until the subsequent month. While payment is
not made until the subsequent month, the treasurer must reserve
a portion of his surplus cash to meet these obligations or, if neces
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sary, borrow funds for the purpose. If it is necessary to borrow,
the treasurer should have as much advance notice as possible.
“Bills or accounts receivable” represents sales entered on the
books in the current month for which the treasurer will not
receive cash until subsequent months. This item is of interest
only to the treasurer who must have foreknowledge concerning
credits and collections. In businesses where credits are granted
for long terms, such as three or six months, the treasurer must
frequently arrange for outside financing.
The term “commitments” is applied principally to capital
expenditures which frequently involve large items for which the
company is committed as soon as executive authority is granted
for proceeding with the work involved, even though actual pay
ments may be spread over the entire period of construction. Figures
to which this term applies are not taken directly from the books
of account but are usually gathered from supplemental records.
They are used by the operating executives to determine the maxi
mum limit of present activity as compared with the budget, which
reflects the danger line beyond which they can not go, and by the
treasurer for exercising control over the operating executives to
keep them from over-spending their allotment and thus impairing
or embarrassing the treasury.
Budget is the word that represents the foundation stone of the
entire structure. The budget is prepared annually at the begin
ning of each year (calendar or fiscal as preferred) and usually is sub
divided on a quarterly basis for convenience. The budget should
be revised monthly and/or quarterly, such revisions being governed
by unforeseen fluctuations. In some businesses, one can readily
understand, revision is unnecessary, while in other cases, such as
oil producing, mining, etc., it is essential because of new discov
eries, offset drilling and similar factors. If revisions were not
made, the operating executives as well as the treasurer would be
attempting to guide the business from their various stations of
authority by an erroneous chart, leading to disastrous results by
the close of the year. Receipts and expenditures by periods
(taken from the books on an accrual basis) are matched with the
budget in order to determine the progress of the company. Divi
sion by departments should be arranged where a company is so
subdivided. If the departmental division is justified but not
made, one or more departments may operate at a loss even though
the company as whole shows a profit. The figures gathered
108

Understanding Budget Preparation and Control

represent gross anticipated expenditures and revenue and should
portray the following:
Revenue.................................................................................................
Less: Operating expenses and overhead..............................................

$ xxxx
$ xxxx

Balance available for capital expenditures and dividends..............
Less: Capital expenditures............................................................

$ xxxx
$ xxxx

Balance available for dividends....................................................

$ xxxx

Depreciation and other book “write-offs” should not be con
sidered in this schedule. Such items belong only to a profit-andloss picture and it must be understood that the budget is not a
profit-and-loss statement, although it utilizes essentially the same
figures.
The expenditure and revenue statement is a monthly schedule
taken from the books of account on an accrual basis by depart
ments and it is matched with the budget in order to determine the
progress of the operating departments. It is also used by the
treasurer, after being reconciled to a cash basis by the addition and
elimination of receivables and payables as of the beginning and
end of the month, if necessary. As previously stated, this adjust
ment to a cash basis is more or less complicated and is most fre
quently not justified, since the “carry over” at the beginning and
end of the month is usually an equal factor which permits the
treasurer to use the expenditure-and-revenue schedule on an ac
crual basis as a cash picture. Occasionally, extraordinary items
creep in which make it necessary to adjust the accrual basis to a
cash basis before the treasurer can utilize the figures, but this is
the exception rather than the rule.
It should be remembered that the entire budget procedure
must be accomplished quickly in all its aspects. Otherwise, it
will have no value as a guiding factor. In endeavoring to accom
plish this, it is necessary occasionally to estimate certain figures,
especially where operations are many miles removed from the
controlling office. It should therefore be understood that the
current monthly results, while controlled by the books, will not
exactly check with them. However, cumulative totals brought
forward should be adjusted to a strictly book basis.
One can readily see the simplicity, accuracy and celerity with
which the accounting department can currently gather expendi
tures and revenue from the books on an accrual basis. To at
tempt to gather such items on a strictly cash basis according to
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the full meaning of this term represents an undertaking whose
difficulty is not justified by results, and it should not be attempted.
To attempt to meet the situation half way and devise a condensed
separate distribution on a cash basis, independent of the books,
would result in figures which could not be properly controlled and
would be less accurate for the treasurer’s use than the expendi
ture-and-revenue statement taken as compiled.
The profit-and-loss schedule requires little explanation to those
familiar with accounting. It is composed of the operating and
overhead items shown on the expenditure-and-revenue schedule,
but it excludes all capital expenditures. In lieu thereof the items of
depreciation and other book “write-offs” are inserted. The result
represents the net profit or loss of the company subdivided by
departments if desirable. This schedule is entirely different from
the budget or the expenditure-and-revenue schedule and should
enjoy clear distinction, as it is analyzed on a different plane of
reasoning. Operating executives frequently misunderstand the
profit-and-loss statement by expecting it to agree with the budget
or the expenditure-and-revenue schedule without reconciliation.
A budget committee or its equivalent should be formed, vested
with full power to control and administer the budget programme.
It should have frequent meetings and its membership should con
sist of the operating executives of the company, including the
treasurer and the comptroller. In addition, the individual person
in charge of the budget department (a branch of the accounting
department) should be in attendance at all meetings and act in the
capacity of conferee. This committee should exercise full control
over the approval of authorizations covering capital expenditures.
OPERATING PROCEDURE

1. As the first step in budget procedure, the operating execu
tive of each department should prepare, at the beginning of the
year, an estimate of the probable revenue and expenditure of his
department for the year. This estimate should be subdi
vided by quarters. These data become the basis for the annual
budget and are turned over to the budget division of the account
ing department for assembling. The figures are based upon
business done and not upon cash, as the operating executive is not
mindful of the treasurer’s cash disbursements and collections.
2. The second step occurs monthly when the accounting de
partment prepares a monthly schedule of expenditures and reve
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nue taken from the books of account on an accrual basis. This
schedule excludes items ordinarily distributed to the company’s
accounts resulting from exchanges, transfers, depreciation and
other entries not involving the expenditure of cash, with the ex
ception of warehouse supplies. This latter item should be in
cluded as an expenditure the same as cash. It should be under
stood that some companies consider warehouse material the same
as cash in the bank and do not treat the expenditure of funds for
warehouse stock as budget items, but wait until the supplies have
been consumed, when the transfers are picked up as budget ex
penditures. Other companies assign supplies when purchased
directly against departments and operations.
In order to simplify the gathering of these data by the account
ing department without re-analyzing the entire month’s distribu
tion, it is necessary to distribute cash vouchers separately from
journal vouchers (transfer entries). The journal-voucher dis
tribution should then be further analyzed in order to pick out
warehouse transfers and other exceptional items. These should
be added to the cash-voucher distribution in total, thus giving a
quick result of expenditures for budget purposes.
The revenue is gathered from the bill register and / or cashbook
according to the particular system operated by each company.
This monthly schedule of expenditures and revenue should be
prepared simultaneously with the monthly trial balance and
before any other financial-statement work is accomplished. It is
necessary to have this schedule in the hands of the budget com
mittee for review as soon after the close of the current month as
possible. Any delay detracts from the usefulness of the statement,
as the figures lose importance and vitality when submitted to ex
ecutive officers long after the events occur, and prompt and
effective remedy is retarded. After the schedule has been pre
pared it is given to the chief of the budget division for assembling
into a comparative statement with the budget for a similar
period. The comparative statement is then submitted to the
budget committee at its next meeting for review and discussion.
3. Simultaneously with the preparation of the operating sched
ules for review by the budget committee, the accounting depart
ment should supply figures to the budget division by which the
expenditure-and-revenue schedule can be converted to a cash
basis for use by the treasurer.
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CONCLUSION

When first installing a budget system anything of an elaborate
nature should be avoided. While occasionally a complex system
is essential, the better method is to make the beginning on a simple
basis and evolve gradually. The elaborate procedure should not
be continued unless the expense of maintenance is fully justified.
It must be remembered that the more complex the system, the
greater the red tape and delay if emergencies require an over
stepping of the set requirements. It is also most impractical to
hamper by a complex budget system those operations requiring
immediate action and decision.
Finally, it is essential to study and learn the best manner in
which to present the budget story to the company’s executives, for
requirements are different in every case and no stock form of set
ting forth the information can be adopted for all companies. The
supervisor of the budget division must assume the responsibility of
instructor, as the executives and accounting department should
have the same understanding of the meaning of terms and of
composition of schedules in the budget system.
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Relation of Field Warehousing to Accountancy
By A. T. Gibson
A tendency which is growing rapidly among businesses of every
description is that of regarding the accountant as an advisor,
particularly in matters of business finance. His experience in the
production of cost systems has taken him into the very heart of
manufacturing and the variance in methods of diverse industries
has given him first-hand information which is obscured from the
man who is more or less isolated in one line of endeavor.
There is no particular advantage to an accountant in knowing
what this or that concern made or lost this year or any other year,
but there is a distinct advantage in his knowing how any company
financed itself into a position to do a certain amount of business,
because any usable information of this kind may enable him to
advance a plan that will benefit other clients.
There is a development in the warehouse industry with which
it is believed every accountant, public or otherwise, should be
thoroughly conversant. It is field warehousing, and while sev
eral hundreds of manufacturers are now employing this means
of financing large inventories it is still a subject of growing interest
upon which little, if any, literature has yet appeared for the
general reader.
The value of public-warehouse receipts in the financing of
domestic as well as foreign merchandise is, no doubt, well known.
The warehouse receipt has been developed into a credit instru
ment through recognition of the fact that title to the merchandise
covered by the receipt falls to the party indicated on its face in
the case of the non-negotiable receipt and to the holder in the
case of a negotiable receipt. As a result of this particular virtue,
banks and other commercial-finance institutions lean very strongly
toward warehouse receipts as security for bankers’ acceptances
as well as for any other form of credit.
While the metropolitan public-warehouse company is able to
serve the manufacturer or the producer with respect to com
modities in the process of distribution it has heretofore been
unable to release working capital that is tied up in large inventories
at the plant or in the producer’s warehouse.
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With the advent of hand-to-mouth buying nearly every manu
facturer has found that one phase of merchandising has been
practically reversed since the world war. Where the retailer fre
quently used to anticipate his demands for from six months to a
year, he is now found buying from day to day, week to week,
or at best from month to month. This tendency has placed the
jobber in a more or less similar position and the result is that the
manufacturer has to rely on his own ability to anticipate demand
and keep an adequate inventory at all times to take care of any
reasonable day-to-day demand.
Naturally, this condition of hand-to-mouth buying has placed
demands on the average manufacturer’s working capital that keep
him busy to know where to turn next, despite the fact that he
may formerly have considered himself comfortably financed.
His exact position is that of doing the same amount of business
with a much slower rate of turnover. If he brings more capital
into his company to do the same volume of business it shows a
decrease in his earnings and if he does not he can not meet a
hand-to-mouth-buying market.
To cope with this situation there has been developed a system
of creating a public warehouse in the manufacturer’s own plant
by leasing that part of his plant in which his inventory is
kept.
By introducing a field warehouse into his factory any manu
facturer of merchandise for which there is a ready market may
obtain bona-fide public-warehouse receipts which will enable him
to borrow the highest percentage of value of the goods represented
at the lowest possible rates of interest. In this way he relieves his
working capital greatly and still has the necessary inventory from
which to draw as desired.
The matter of releasing goods from an inventory that is being
field warehoused is comparatively simple even though the manu
facturer does not have free access to the merchandise while it is
in the custody of the warehouseman. Goods are released, cus
tomarily, by repaying a proportionate amount of the money
borrowed on them, but, of course, this is a matter of arrangement
with the lender. As previously stated the warehouse receipt may
be used as a basis for straight loans or bankers’ acceptances,
depending on the type of commodity represented.
Not only will the expert accountant find field warehousing a
solution to the matter of financing substantial concerns which
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desire a greater turnover on their working capital in order to
permit greater production, but he will also find it a most valuable
solution of the problem of the manufacturer who, for various
unforeseen reasons, finds that he needs a larger amount of money
than is obtainable through open credit.

115

Accounting for Used-car Departments of Retail
Automobile Dealers
By E. D. Bowman

Under modern business conditions it is imperative in the suc
cessful administration of any enterprise that the recording of
accounting transactions be carefully and intelligently detailed.
This fact is very forcibly brought out in a survey of the operations
incident to automobile merchandising. Yet, in the face of this
fact, there is perhaps no branch of retail merchandising in which
the classifying and recording of facts, with a view to disclosing
accurate accounting information, is so generally disregarded.
The selling of automobiles embracing, as it does, the taking in
and disposing of used cars, presents a feature that is current in
very few modern merchandising enterprises, and if for no other
reason than to assemble all the costs of used cars sold, and to
acquaint the executives with the profits or losses accruing to this
department, a comprehensive system of accounting should be
installed and maintained by all retail automobile dealers.
The general accounting principles underlying the purchase and
sale of any commodity obtain to a large extent in the purchase and
sale of automobiles. However, one peculiarity stands out pre
eminently in automobile accounting; viz., the cost of bringing
used cars to a salable condition and the profit thus determined
from trading in this commodity. It is the purpose of this article
to deal only with the accounting necessities of this one peculiar
feature.
Fully ninety per cent. of the new motor vehicles sold are pur
chased by owners of cars, and in the major portion of these sales
the governing feature is the ability of the dealer to take over the
purchaser’s used car. It necessarily follows that all automobile
dealers handle used cars. It is customary with some to purchase
them outright with a view to disposing of them at a profit, and
with others to accept them only in trade to facilitate the selling of
new cars. Transactions of the latter character with regular
automobile selling agencies are by far the most frequent.
It is very obvious that in order to direct intelligently the pric
ing of used cars for sale a comprehensive record must be kept, not
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only of the first cost of used cars, but of all additional costs such
as may be entailed in placing these used cars in salable condition
and in finally disposing of them.
At the inception of any transaction of this character, it is
vitally important that the accounting department be furnished
with a voucher by someone in authority, detailing the price and
also any other sale conditions governing, which obtained in the
acquisition of the used car. This voucher should embody as well
the original owner’s name, the make, style, motor and chassis
numbers, and such other physical information as is pertinent.
From this voucher, the accounting department will make an entry
as follows:
Used-car purchases................. Dr. $-----------------Accounts receivable........... Cr.

$-----------------

This entry may be made either in the general journal, or, if these
transactions occur with sufficient frequency, in a special multicolumn journal, providing a column for the assembling of such
entries. The original purchase or allowance price having thus
been recorded, it now becomes necessary to provide for the proper
accounting of costs incident to placing the car in marketable
condition. These costs will originate largely in the shop de
partment.
As soon as it has been determined just what work is necessary
to place the car in salable condition, a numbered shop order should
be prepared setting forth the necessary repairs, and instruction
should be turned over to the shop by means of a duplicate of this
shop order. From the daily shop report can be determined the
cost accruing to each used-car job, and such costs should be
charged by the accounting department daily to a general-ledger
account, used-car expense, through the general journal or special
multi-column journal.
Few shops are equipped to handle all of the repair work neces
sary, and it is not unusual to order such repairs as paint jobs,
upholstering, radiator and top work from outside concerns. This
should be handled by numbered requisitions bearing the shop
order number and setting forth specifically the work to be done.
If it is found necessary to use parts, accessories or other materials
not furnished by the shop department, such parts, accessories or
other materials should be ordered by numbered inter-depart
mental requisitions, bearing the shop-order number. The charges
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originating from inter-departmental transfers will be charged
daily to used-car expense through the general journal as follows:
Used-car expense..................... Dr. $-----------------Parts sales or accessory sales Cr.
$-----------------

The charges originating from work done by outside concerns will
be charged to used-car expense from some book of original entry.
Upon completion of the repair work upon any particular job,
the duplicate shop order should accompany the daily shop report
to the accounting department, where the total shop costs of
repairing the used car may be determined.
There has now been recorded in the general ledger the original
cost of the used car, as well as the cost of placing it in salable
condition, these costs having been assembled and posted to two
general-ledger accounts, used-car purchases and used-car expense.
In addition to the general-ledger record, it is essential that a
separate record be kept of the accumulated costs of each individ
ual used car. For this purpose, a specially printed and ruled card
is recommended. Such a card should embody the physical in
formation detailed upon the voucher prepared at date of acquisi
tion and the original purchase price; it should also provide a space
for the posting daily of departmental costs and the cost of work
done by outside concerns. Properly to record these items, this
card form should furnish a space for requisition number and name
of the outside concern or department from which work or ma
terials have been ordered. The original purchase price of the
used car will be posted to this latter record at the time of spread
ing of the journal entry recording the acquisition. The subse
quent costs will be posted as they occur from daily departmental
reports and invoices of outside concerns.
In order to obviate the possibility of overlooking any items of
expense in summing up the entire cost of the completed job, it
will be necessary at the time of preparing the requisition to note,
in the space provided, the requisition number and department or
outside concern through whose charges the additional expense will
accrue, and, before considering this cost detail closed, to see that
the information concerning the additional charges has been
furnished in each instance.
We have now assembled all the charges for work expended on
each particular car completed, and, in view of the fact that the
car is now ready for the sales department, the assembled cost of
118

Accounting for Used-car Departments

the used car should be transferred to the inventory account in the
general ledger. This may be handled by an entry as follows:
Used-car inventory................... Dr. $
Used-car purchases................ Cr.
Used-car expense.................. Cr.

$

The amounts necessary to compile this entry will be obtained
from the individual used-car card record, above described.
This card should then be transferred to another file, detailing
the inventory of used cars available for sale. There are now two
files of used-car cards, one representing used cars available for
sale, and the other representing used cars in process of repair.
The steps thus far described have been incident to the acquisi
tion of the used car and its preparation for the sales department.
It now devolves upon the accounting department to prepare
entries properly recording the sale.
When any particular used car is sold, an entry should be pre
pared as follows:
Cost of used cars sold............. Dr. $---------------- Used-car inventory.............. Cr.

$-----------------

The information necessary for the compiling of this entry is
available from the used-car inventory file. After the sale has
been consummated, the sale price of the used car should be en
tered in a space provided in the used-car card record, and the card
may then be filed permanently.
The sale of the used car will be brought into the general ledger
through the ordinary sales record, and used-car sales in the gen
eral ledger will be credited with the amount of such sale.
At any closing period, the difference between the general-ledger
accounts, used-car sales and cost of used cars sold, will represent
the gross profit or loss accruing through the sales of used cars for
that period.
In the detailed accounting steps heretofore described in this
article, no mention has been made of administrative and other
overhead expense, a certain portion of which is properly a charge
to the used-car department. The reason for this is that it is
presupposed that charges of this character are amply taken care
of by the overhead burden included in charges by the shop or other
departments to used-car expense. It is, therefore, apparent that
when all the costs of placing the used car in salable condition are
assembled, the shop and other departmental overhead properly
119

The Journal of Accountancy

accruing to the job are included in this total. Any additional
overhead of the used-car department must be considered as a part
of used-car selling expense.
Such expenses as are entailed in the selling of used cars, includ
ing administration and other overhead, as well as direct expenses,
will be assembled during the period in a general-ledger account,
used-car selling expense, and the aggregate of such expenditures
will be deducted from the gross profit realized upon used cars sold,
in the determination of the net profit. Great care should be
exercised in the allocation of charges, incident to the preparation
and sale of used cars, as between used-car expense and used-car
selling expense. Many of the expense items, unless careful
consideration is given, may seem chargeable to either or to both
of these accounts. However, an intelligent summing up of the
expense in question, by someone with an intimate physical
knowledge of the facts, will eliminate any confusion and will
establish a guide for distribution of such items in analogous cases
in the future.
From an accounting viewpoint, it is necessary that the two
current used-car card files be reconciled monthly with the corre
sponding general-ledger controlling accounts.
The total of the amounts shown by the used-car inventory
cards must agree with the general-ledger account, used-car in
ventory, and this amount will be shown on the closing balancesheet under the inventory caption, used cars available for sale.
The total of the amounts shown by the cards representing
used cars in the process of repair must be reconciled with the total
of general-ledger accounts, used-car purchases and used-car
expense, and the aggregate of these two accounts shown on the
balance-sheet under the inventory caption, used cars in process of
repair.
The procedure detailed in this article portrays only a general
outline of the accounting phase of the retailing of used cars. This
plan may be modified, curtailed or elaborated, depending upon the
size or peculiarities of the business to which it is to be applied or
adapted.
Nearly all retail dealers in automobiles realize that little net
profit accrues through the operations of the used-car department.
In fact, where transactions are properly recorded, and a true
reflection of costs is shown, it is improbable that, if taken over a
representative period of time, the operations of this department
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result in anything but loss. Yet, despite the fact that the depart
ment is generally not one of profit, its relation to the new-car
department and its value as an adjunct in facilitating the sale of
new cars preclude the possibility of its discontinuance.
Granted, then, that the operations of the used-car department
can not be made particularly remunerative, it does not by any
means follow that the accounting details may be disregarded.
It is just as essential that accurate statements of the operations of
losing departments be brought to the attention of the executives,
as it is to portray the net results of profitable departments, and it
is only by knowing definitely the actual losses that steps can be
consistently taken to minimize such losses.
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EDITORIAL
The annual meeting of the American
Institute of Accountants is to be held
this year in Buffalo, New York. The
business sessions and banquet will take place at the Hotel Statler
and it is expected that most of the members and guests who attend
the meeting will prefer to engage rooms at that hotel. This meet
ing promises to be one of unusual interest because of its interna
tional character. For many years it has been suggested that the
American Institute of Accountants should meet at some point
close to the Canadian border and that the Dominion Association
of Chartered Accountants should meet at some adjacent point on
Canadian territory. The plan has finally reached fulfilment and
while the Americans are meeting in Buffalo the Canadians will
meet in Toronto only a short distance away. The meetings will
occupy practically the entire week beginning September 17th.
On Monday there will be the usual executive meetings of council
and boards of examiners. Tuesday morning a considerable
number of Canadians will be present and they will be the guests
of the Institute throughout the day. They will then proceed to
Toronto where their own meeting begins on Wednesday. On
Thursday afternoon at the conclusion of the Institute’s meetings
it is hoped that practically all the Americans present will go on to
Toronto where they will attend the banquet of the Dominion
Association on Thursday evening and participate in a meeting and
entertainment on the following day. The close friendship which
has always existed between the Dominion Association and the
American Institute is well known to all practitioners on this
continent. At almost every meeting of these organizations
there have been representatives from across the border. In 1915
a number of Canadian representatives came over from the meeting
in Vancouver to attend the meeting of the American Association
of Public Accountants in Seattle, but since the formation of the
Institute in 1916 there has been no joint meeting until the present
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time. Arrangements have been made for international golf
matches and other festivities and it is probable that at each meet
ing there will be speeches by representatives of the visiting
organization. The committee on meetings of the American
Institute of Accountants has asked that special attention be
drawn to the importance of the meeting on account of the interna
tional character of the sessions.
The June issue of The Journal of
Accountancy contained somewhat ex
tended editorial comment on the subject
of per-diem fees for accounting services. At that time we drew
attention to certain unsatisfactory features of the prevailing
system and expressed the opinion that the time would soon come
when accountants would charge fees based upon all the factors
concerned and not only upon the length of time devoted to an
investigation or audit. A good deal of correspondence and many
oral comments have followed the publication of those notes
and it is gratifying to find that there seems to be no objection on
the part of accountants to a departure from a custom which has
existed for many years. The preponderance of opinion seems to
be that the per-diem fee is not satisfactory except for some
ordinary, routine tasks. It is not possible to publish all the letters
which have been written to this magazine on the subject of fees,
but some excerpts from the letters are worthy of careful considera
tion. At a recent meeting of a state society the whole question of
accountants’ fees was under discussion and one prominent mem
ber of the society stated that per-diem rates had been found satis
factory and he could not think of any other basis which could be
used on large engagements. He admitted, however, that perhaps
the profession would soon reach a point where accountants would
be called in and instructed to proceed without limitation of any
kind. In other words, he did not seem to regard the per-diem fee
as permanently satisfactory. Another accountant said that his
firm was discouraging the use of per-diem rates and avoided them
whenever possible.
A member of the American Institute of
East and West
Accountants
practising in California
Agree
writes:

Readers Condemn
Per-Diem Fees

“I am writing you to express my whole-hearted agreement with your
opinions on the per-diem system as set forth in the June issue of The
Journal of Accountancy.
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“The longer I continue in public practice the more convinced I am that
the per-diem system has outlived its usefulness. I am therefore pleased
to learn that others are of the same opinion and I earnestly hope that ‘the
reign of the per-diem system is nearing its end.’
“ In discussing fees with clients, I always aim to impress upon them that
the character of the work and the judgment and experience required are of
prime importance in determining fees and that the time factor is a second
ary consideration. In rendering bills I also carefully avoid any mention
of time spent on the work.
“ It seems to me that so long as accountants sell their services on a strict
time basis they will never be accorded full professional standing, for the
comparison is too apt with mechanics and other tradesmen who likewise
sell their services for so much per hour or day.”

Another accountant whose practice is chiefly in the eastern part
of the country writes:
“I wish to thank you most heartily for your editorial in this month’s
issue of The Journal relating to per-diem fees.
“When I began practising on my own account six years ago, after serving
on the staff of a large concern using the per-diem fee basis, I resolved, come
what may, to refrain from quoting per-diem rates and to insist that clients
regard our services in the professional way in which they regard the
services of an attorney or a physician. During the past six years we have
made rather satisfactory progress without having once been required to
quote rates at so much per day, nor do we permit the client to limit us to a
flat fee, with rare exceptions, chiefly in the audit of institutions.
“I have on several occasions stressed this point at meetings. . . .
Leading accountants have agreed with me that my ideas were well founded
and highly desirable, but thought that it would take a number of years
before they would be generally followed.
“Your editorial was a revelation to me and encourages me to believe
that our profession will make great strides in the very near future.”

These letters are fairly representative of the general expressions of
opinion which have been received. It seems that the profession
is readier than we had thought to depart as soon as possible from
the per-diem system. That is not to say, however, that the
business public will be easily convinced. A custom which has
continued for so many years is not quickly eschewed and it will
require a general education of the public before the per-diem fee
can be totally discarded. That education must be conducted by
the profession itself. It is a question of the recognition of the
professional nature of accountancy, when all is said and done.
The moment the business man grasps the true nature of ac
countancy the necessity for itemized records of time spent will be
at an end.

Effect of Fixed
Rates of Fee
eral to the particular.

Accountants have deductive minds.
They are inclined to reason from the
abstract to the concrete, from the gen
Consequently it is not astonishing to find
124

Editorial

that the discussion of per-diem fees has been tied up with specific
cases. The following letter from an accountant in New York is
an illustration of this tendency:
“ The editorial in the June issue, relating to accountants’ fees was highly
interesting and brought out some important facts about the prevailing
situation. It reached me just as I was struggling with a specific problem,
relating to a charge. I have heard that this question has been raised
before and am therefore taking the liberty of presenting it for your con
sideration.
“ In the summer of 1926, A was encouraged to enter into a transaction
which promised to be extremely profitable. Income tax was an important
item and he wanted it determined prior to entering into the contract.
He immediately consulted his attorney. The latter, however, sought my
opinion. I gave my opinion and prepared a plan of procedure. This
required working day and night because time was short. When the
essence of my plan was available, the attorney felt that in order to protect
further the interests of his client, the additional opinion of a more promi
nent accountant and tax expert should be obtained. This was arranged
with an accountant known to both the attorney and myself. The con
sultant approved my plan and added one or two minor suggestions.
Before going to the consultant I had made a careful survey of all the au
thorities so that every point he thought necessary to look up was available
for him at the conference.
“The taxpayer and I had orally agreed on what my fee would be for all
services necessary to bring the matter to a conclusion. Considerable
accounting work was necessary, but the principal services rendered cen
tered around the tax problem. In other words, it was brain work rather
than time, although it took considerable time to fortify myself with all the
decisions and cases relating to similar transactions. The return was not
due until March 15, 1927. In the interim the taxpayer consulted me
frequently, presenting various further possibilities of saving taxes. These
possibilities were all followed up, although not anticipated when the fee
was fixed. Not one of these suggestions resulted in any saving.
“The return was prepared and the taxpayer was provided with copies of
the return, supported by detailed statements, giving clear explanations to
anyone who might wish to review the items covered by the return. It
seems to me that the work I undertook to do was completed when I pre
pared and filed the return and provided the taxpayer with all the material
needed for a review, so that, ‘ if I should die ’ (a term used in one of the
articles in The Journal on working papers) before a review was made,
those concerned would not be handicapped by my absence.
“ During the latter part of 1927, the review by the treasury department
was undertaken. The revenue agent made an exhaustive examination of
the records and study of the various decisions, regulations and passages in
the law, relating to similar transactions. He frequently complimented me
on the thorough manner in which this case was handled. Every possible
angle was followed through by him only to find that it was properly taken
care of. As he put it, ‘every i was dotted and t crossed’ and he often ex
pressed his doubt as to whether the taxpayer appreciated such thorough
ness. The agent took up a week or more of my time in conferences and
answering objections raised by him. He finally submitted his report,
which called for an additional assessment equivalent to three per cent. of
the tax originally paid. I think he is wrong and am confident of convinc
ing his superiors that the step taken by us was correct and that the addi
tional assessment will be abated.
“All this leads up to the question of fee. The taxpayer feels that it is
proper for me to make a charge for services which I will render in protesting
the findings of the agent as expressed in his written report. He prefers a
minimum fee, plus a percentage, or an agreed maximum fee, if we win.
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Taking into consideration the fact that he has had more experience with
lawyers than with accountants, perhaps we might consider his attitude on
this point reasonable. People can not change over night, and we must
consider the fact that in thinking of professional fees, the layman thinks
first of the lawyer’s method.
“When I asked to be paid for the time I spent with the agent, while he
was engaged in his examination—for the time I spent answering objections
raised by the agent, presenting him with authorities to prove that the
steps taken by us were correct and in accordance with the law and decisions
—the taxpayer was surprised. He could not imagine a charge for that
service. Much to my surprise the attorney in the case feels that that
service was implied when the fee was fixed. His point of view is that since
I did not clearly state that a charge would be made for time spent with
examining agents I could not now make the charge. In other words,
he feels that when my fee was originally fixed it was my place to say that
my fee would not include any such service.
“I have known this attorney for years. He has recommended con
siderable work to me and has always looked after my interests. I feel
that he is sincere, although I do not agree with him. It is because I am
convinced of his sincerity that I am taking the liberty of writing this letter.
I do not doubt that other accountants have found themselves in the same
position. He says he is ready to be convinced. Evidently I have failed
to convince him.
“It seems to me that if I had not been attentive when the agent was
making his examination the agent might have taken objection to other
items, made a larger assessment and opened an opportunity for a larger
fee. Furthermore, the time spent could have been applied to other work.
I gave up my time because I felt that the interests of my client demanded
the time.
“This case was somewhat similar to the Ford case, only not on as large a
scale. In that case the government officials fixed the tax before the deal
was consummated. In our case I fixed the tax before the contract was
written. My figures were concurred in by the consultant. The experi
ence of other accountants in a similar situation I think will be of interest
to your readers and might make an appropriate sequel to your June
editorial.”

There are several aspects of the case mentioned in the foregoing
letter which raise questions of professional ethics, and probably
many accountants will feel that the writer of the letter was some
what to blame for the complication which arose. He should not
have made a definite agreement to undertake work, of which he
could not possibly foresee the magnitude, on anything approach
ing a fixed fee. The suggestion of a percentage is, of course,
utterly beyond the pale, and the writer himself did not seem to
consider it seriously. In spite of these facts, however, the letter is
of interest and the case mentioned serves as an indication of the un
desirability of fixed fees. In a matter of this sort it was obviously
unfair to limit the fee to the amount of time devoted to the case.
Much research was necessary, and, furthermore, the ability of the
accountant was taxed to a far greater degree than it would be
in ordinary audit. When the ideal condition, of which we have
been thinking, arrives, such a case as this will not occur, because
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the accountant will be called in to do whatever there is to be
done and when it has been done he will then render his fee based
upon the importance of the case, the ability required and, last and
least, the amount of time devoted to it. It is hoped that other
accountants throughout the country will give specific instances of
experiences in which the per-diem or other purely quantitative
system is utterly unfair.
A reader who is a careful observer of the
Failure in Professional
results of examinations for membership
Examinations
in the Institute and for C. P. A. regis
tration draws attention to a statement contained in one of the
New York papers to the effect that sixty-two per cent. of the
applicants for licence to teach in elementary schools in the state
of New York failed to pass the examinations. He sends us the
following comment upon the subject:
“One not infrequently hears the criticism that the large percentage of
candidates for the C. P. A. examinations who fail must be indicative of
something wrong with the examinations. I do not question that, es
pecially in the earlier years of the examinations, the questions were not
always as well framed as they should have been. I know I had difficulty
on that score when I went up against the Pennsylvania examination in the
earlier 1900s, and there were criticisms from others at the same time.
“ I am inclined to think, however, that in later years, the questions as to
form and substance have not been open to any more criticism than those set
for examination in other fields. My feeling has been that men have
rushed in to take the examination with a great deal less preparation than
they would have felt necessary had they been taking examinations in some
other field, such as that of law, engineering or other professions.
“The foregoing paragraphs contain nothing new, but the thoughts ex
pressed came again to mind when I read the enclosed clipping from the
New York Times of May 5, 1928. You will note the statement made
therein that of 1881 persons who took the January, 1928, examinations for
licence to teach in elementary schools, over 62 per cent. failed. When one
considers how well known the standards for elementary teaching must be
and on what a long history preparation for such examinations may be based,
this high mortality seems to me even more inexplicable than the high
mortality in certified public accountants’ examinations, which some have
seemed to think is an indictment of the examiners rather than of the
examinees! I imagine that the board of examiners who set last January’s
examination for licence to teach in New York elementary schools would be
rather amazed if it was suggested that the 62 per cent. mortality was their
fault rather than due to either lack of ability or adequate preparation by
those who failed to pass the examination.”

All this is sound gospel and the pity of it is that more people do not
recognize the facts. As an illustration of the lack of preparation
on the part of applicants for C. P. A. registration it may be re
corded that in one of the great states of the union at a recent
examination there appeared an unusually large number of candi127
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dates. Inquiry revealed that practically fifty per cent. of the
total number of applicants had come from one business school and
that they were taking the examination merely for practice. It
happened that the preliminary requirements of the law in that
particular state did not prevent such misuse of the examinations
and the board of accountancy was unable to prevent the experi
ment. Of course, all these untrained men failed and the result
was that the percentage of failures to the total number of appli
cants was out of all proportion to those who had any moral right
to take the examination. This is an extreme case and therefore
is not typical, but it is undoubtedly true that in far too many
examinations the unprepared and unqualified men are the cause
of an excessively low percentage of successes. The effective way
of overcoming such a condition is to write into all laws a provision
similar to that contained in the by-laws of the American Institute
of Accountants requiring some years of professional public ex
perience before undertaking the examination. It has been re
peatedly pointed out in these pages that the numbers of applicants
applying to the Institute produce far higher percentages of suc
cess than in any state examinations. This is due chiefly to the
practice requirement.
Several practising accountants have
drawn attention recently to a form of
questionnaire which has been sent out
by trade organizations and addressed to accountants who have
been engaged in auditing the accounts of concerns engaged in such
trades. The copies which we have seen are very much alike in
purport although the language varies in different cases. In
substance, the questionnaires begin by explaining that the purpose
in mind is to prevent abuses by customers seeking credit privileges.
The accountant is then informed that the writer is in receipt of
a financial statement showing certain assets, liabilities and net
worth and that the addressee has been named as the auditor.
The following questions are then asked:
Evils of the
Inquisition

1.
2.
3.
4.

Have you made a complete audit of the books?
Have the proper tests as to inventory been made?
Are the outstanding accounts old?
Has reserve been set up for doubtful accounts, and have bad
accounts been written off?
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5. Do you conduct an audit from month to month, and how
long have you been the auditor?
6. Has the bank confirmed the balance claimed in the state
ment?
7. Have accounts receivable been verified by circulation?
8. Are notes receivable evidenced by customers’ paper?
9. Do you consider the capital correctly stated? etc., etc.
In one instance when the questions were not answered another
letter was received to the following effect:
“It is customary with us to communicate with accountants with ref
erence to all financial statements and practically without exception ac
countants are glad to cooperate with mercantile houses.
“As an accountant, you will appreciate the fact that your failure to
respond can be construed one of two ways; i. e., that you do not care to
bother with such matters or that the figures are incorrect and not subject
to certification.
“While we have the highest regard for the subject company, it will nat
urally be necessary for us to advise (client’s name) of the situation.
“This is a service to which your client is entitled and as previously
stated, most accountants are pleased to cooperate with mercantile houses.

The assumption of indifference to correctness which is contained
in this last quoted letter is quite reprehensible. In the first place
no accountant would supply the information sought by the
questionnaire without the written consent of the client. In the
second place the authors of such questionnaires have neither legal
nor moral right to demand information of the kind mentioned.
It is quite true that the client should be willing to give full in
formation when he is in search of credit. The credit agencies
such as Dun’s and Bradstreet’s and others are generally expected
to obtain from concerns which they investigate information which
will make it possible to express a reasonable opinion, but even in
their case the accountant can not be called upon for information
which the client may wish withheld. Where bank credit is con
cerned the proper procedure is for the banker to request the client
of the accountant to grant the accountant permission to give such
information as is required, and when the permission is granted the
accountant, of course, will have no objection to compliance.
But we doubt if any banker would hold out such a threat as that
contained in the letter from which we have quoted. Certainly no
reputable banker would do so. The organizations from which the
questionnaires have emanated are of good standing in the com
munity and the whole procedure is undoubtedly based upon a
lack of appreciation of the confidential relationship which exists
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between the accountant and the client. We are living in an age
of analysis and investigation. Government departments have
asked questions which are irksome and troublesome to answer and
they have been enabled by legislative enactment to compel
response. Perhaps the efforts which are being made to obtain
information by trade organizations are merely an outgrowth of
the system of inquisition which has obtained the stamp of govern
ment approval; but whatever may be the cause the effect is the
same. The accountant is not called upon by any principle of
justice or decency to reveal what he has learned in the course of
confidential investigation, and he certainly will not do so. At
tempts at coercion are merely silly.
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The committee on terminology submits for consideration and criticism the
following tentative definitions. The committee will welcome the comments of
readers. Letters may be addressed to the committee in care of The Journal
of

Accountancy.

ACCEPTANCE:
In accountancy, an engagement by the person on whom a bill of exchange is
drawn, to pay the bill; usually made by the person writing the word “accepted”
across the bill and signing his name, or simply writing his name across, or at the
end of, the bill.
Acceptances are of three kinds:
1. “General” or “unqualified,” where no limiting words are added.
2. “Special” when expressed as payable at some particular bank.
3. “Qualified” when expressed to be for a less sum than that for which the bill
was originally drawn, or when some variation in the time or mode of pay
ment is introduced.
ACCEPTANCE—TRADE:
An acceptance (q.v.) given in payment for specific goods or services which
have been supplied to the acceptor.
ACCOUNTS PAYABLE—TRADE:
Liabilities on open account for commodities, supplies or expenses used in or
incurred for the regular business of the concern as distinguished from liabilities
(e.g., loans or notes payable) which have arisen from some other cause or have
been converted into some other form.
ACCOUNTS RECEIVABLE:
Amounts due by debtors in the regular course of business which are con
tinually and continuously being converted into some liquid and more available
asset, such as cash, and, therefore, may be expected to result in the collection of
funds from which liabilities may be met.

ACCOUNTS RECEIVABLE—DISCOUNTED:
Accounts receivable which have been conditionally assigned to a bank or
factor at some proportion of their face amount less a discount for deferred date
of collection, and on which, therefore, the concern has some contingent liability.
ACCOUNTS RECEIVABLE—NET:
Accounts receivable from the total of which there have been deducted such
items as freights, discounts, allowances and, particularly, provision for bad and
doubtful accounts, the result being the sum which the accounts receivable may
be expected to yield to the concern.

ACCOUNTS RECEIVABLE—TRADE:
Accounts receivable which represent sales made to customers on open ac
count in the regular course of business, as distinguished from accounts arising
from other sources.

131

The Journal of Accountancy
It is customary to show those which are past due separately from those
which are current and frequently they are "aged” or divided into classes
according to the time they have been due. Amounts due from directors, offi
cers or employees must not be included under this heading.
ACCOUNTS—SECURED:
Secured accounts are those for which the concern holds or has given some
security, such as the retention of title to goods covered by invoices.
Secured accounts should be shown as a separate item on a balance-sheet.
ACCOUNTS—UNSECURED:
Those accounts receivable or payable for which no specific security has been
given.
ALLOWANCES:
These may arise from any one of several causes, such as imperfections, short
quantities, poor quality, etc.
The amount is deductible from the gross sales for the period and should so be
shown. Provision should be made by means of a reserve deductible from
accounts receivable in the balance-sheet, for allowances made or to be made in
respect of such accounts.
ASSETS—OTHER:
Assets which do not belong to any of the recognized balance-sheet classifica
tions, such as fixed assets, current assets, deferred charges, etc. When such an
item appears in a balance-sheet, the particulars should be given.
BOOK VALUE:
The value at which any item appears on the books of a concern whether it
represent cost, cost less depreciation or appraisal.
The book value of each share of (common) capital stock is the sum of the
capital stock account (after deduction of all preferred stocks at their par value
or at liquidation value if without par value) plus surplus accounts and undi
vided profits, divided by the number of shares of (common) stock outstanding.

CAPITAL:
As used in accountancy, capital is the amount of money which the stock
holders, owners or proprietors have invested at any time in a business or ven
ture. It implies ownership and does not, without qualification, include
borrowed money.
CAPITAL STOCK:
The share capital of a corporation, divided into shares and owned by persons,
real or artificial, known as the stockholders.

CAPITAL STOCK—AUTHORIZED:
The amount or number of shares of capital stock which a corporation is al
lowed under its charter to issue.
CAPITAL STOCK—COMMON:
The common stock of a corporation is that class of stock which is not by its
terms limited in the rate or amount of its participation in the form of dividends
in any distribution of earnings after provision has been made for full dividends
on all classes of stock which are by their terms subject to limitation in this
respect.
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CAPITAL STOCK—CUMULATIVE:
Preferred stock on which the dividends, if unpaid, accumulate as a prior
claim upon surplus or profits and, generally, in the event of liquidation upon
assets, before any distribution by way of dividend or otherwise to the common
stock.
CAPITAL STOCK—NO PAR VALUE:
Capital stock in which the shares have no specified value. The book value
of such stock is determined by subtracting from the total assets the total
liabilities plus the par value of preferred stock, if any, or the liquidation value
of preferred stock without par value: the remainder divided by the number
of shares outstanding gives the book value of each share.
CAPITAL STOCK—PREFERRED:
Capital stock which has a claim, or claims, which must be satisfied before
common stock may participate in any distribution. Commonly this preference
gives a first claim to dividends up to a stated percentage and also (but not in
variably) to a preference over common stock in the distribution of assets, when
such occurs.

CAPITAL STOCK—SUBSCRIBED:
The amount of capital stock which persons have agreed to purchase, but for
which they have not fully paid.
CAPITAL STOCK—TREASURY:
Capital stock which has been issued by a corporation and subsequently ac
quired by that corporation through gift, exchange or purchase. It carries no
voting powers and does not share in dividends.
CAPITAL STOCK—UNISSUED:
That portion of the authorized capital stock of a corporation which has not
been issued.
CASH:
In accountancy, and especially in balance-sheets, this word, if unqualified,
may consist of three chief classes of items:
First: Currency in the possession of the concern.
Second: Cash deposited with banks, usually stated as “Cash in bank.”
Third: Cash deposited with banks for some special purpose or subject to
specified conditions. Such items should always be shown separately from the
other classes which are available for any legitimate purposes.
COMMISSION—SELLING:
The amount paid to a person for making sales; it may be a liability, if the
transaction be completed or it may be a contingent liability if the payment
depend upon the collection by the concern of the price of the thing sold. This
distinction should be observed when showing such items in a balance-sheet.
DEBT:
That which is due from one person to another, whether for money, goods or
services and whether payable at the present or at some future time.
DEBTS—BAD:
Debts due to a concern which it is expected will not be paid in full on account
of the failure of the debtor to recognize, or to liquidate, the indebtedness.
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DEDUCTIONS FROM INCOME:
Expenses which have been incurred but which do not represent operating or
manufacturing expenses or the purchase of materials or supplies. The most
usual items are interest on bonds, mortgages, notes payable, etc.

DEFERRED CHARGES:
These represent costs or expenses which are not charged against the income
for the period in which they were incurred, but are set up as assets which are
to be amortized, although they may have no market value or tangible existence.
They may include such items as discount on bond sales or mortgages, expenses
for advertising from which the benefits extend over a future period, premiums
on leases and other charges for which future benefit is expected. They should
not be confused with, and should be shown separately from prepaid expenses.
DEFICIT:
In a general sense a deficiency is a failure to satisfy, or a falling short of, some
requirement.
Specifically, when used in a balance-sheet, it is the amount by which the sum
of the liabilities and the capital invested exceeds the total assets; the loss
resulting from the operations up to the date of the statement.
DISCOUNT:
The difference between a sum due and its present value: an allowance made
for the payment of a sum of money before it is due.
DISCOUNTS:
All discounts are allowances, or abatements, and in commerce are divided
into two classes:
Cash discounts.
Trade discounts.
DISCOUNTS—CASH:
Allowances or abatements made on accounts if/when they are paid before
the due dates, or within some stated period after the date incurred.
In a profit-and-loss statement, cash discounts received are usually included
under the heading of “other income” as they are not profits derived directly
from the operations of the concern.
DISCOUNT—TRADE:
Allowances, or abatements, made to those engaged in certain businesses and
allowable irrespective of the time when the account is paid.
In a profit-and-loss statement, they should be deducted from sales or from
the cost of goods purchased.
EQUIPMENT:
Anything that is used in, or is provided for, the business of a concern, such
as auto equipment, factory equipment, office equipment, etc., but generally
distinguished in accounting from machinery and fixtures.

EXPENSES:
A generic term seldom used without some qualifying word or expression.
EXPENSES—ADMINISTRATIVE:
The expenses incurred in directing or conducting a business as distinct from
the expense of manufacturing, selling, etc. The items included depend upon
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the nature of the business, but usually include salaries of officers, rent of
offices, office and general expenses, etc., etc.
EXPENSES—FACTORY:
The same as manufacturing expense.
EXPENSES—GENERAL:
Those expenses of a concern which do not fall under the head of trading,
manufacturing, or selling, but which apply to the general management.
Sometimes they are shown in a profit-and-loss statement as a separate group
and sometimes they are included in the administrative expenses.
EXPENSES— MANUFACTURING:
The cost of manufacturing, other than material consumed and direct labor.
EXPENSES—SELLING:
All expenses incurred in connection with selling, such as salesmen’s salaries,
commissions and expenses, advertising, selling department salaries and ex
penses, samples, etc.

FREIGHT—OUTWARD:
(a) Freight prepaid on goods shipped out by a concern; it may be chargeable
to customers or may be deductible from sales, according to the terms of sale.
(b) Freight borne by a concern on its shipments of sales to customers, whether
prepaid or paid by customers and charged back to the concern. In the latter
event the amount unsettled at the date of the balance-sheet is shown on the
balance-sheet as a deduction from the “accounts receivable.”

INCOME:
This was defined in The Journal for July, 1922.
As some confusion appears to exist as to the proper term to be used in de
scribing the results of the operations of different classes of businesses, the com
mittee calls attention to the following usages which, it believes, are now well
established.
Earnings applies to the operations of a concern rendering service, as dis
tinguished from one selling commodities (See The Journal, January, 1928).
Profits applies to manufacturing and mercantile concerns.
Income, while sometimes used in connection with corporations, frequently as
applied to net earnings, applies more particularly to the compensation or
profits received by an individual.
INCOME—GROSS:
The gross income from all sources which has accrued, but has not necessarily
been collected, for a given period. It may include sales, rentals, interest,
profits from the sale of capital assets and ascertained excess of reserves which
have been established over the needs of those reserves.
INCOME—FROM INVESTMENTS:
Income derived from money invested by a concern in securities or in some
venture other than that for which it is organized. It forms one of the items in
cluded in “other earnings.”

135

The Journal of Accountancy
INCOME—NET:
The balance remaining after deducting from the gross income all costs,
charges, expenses and losses which have accrued during a given period, together
with the amount of reserves which may have been set up.
INCOME—OTHER:
When appearing in a profit-and-loss statement, this means income arising
from some source other than sales or manufacturing or service for which a
concern is organized.
It includes revenue from investments, interest, discounts and other non
operating sources and is shown separately from the operating revenues of the
concern.

INVENTORY:
A detailed descriptive list of articles or goods. As used in accountancy it
means a list of articles, property or securities showing quantities, descriptions
and values which are held by a concern for sale or for consumption.
An inventory is required by law to accompany certain documents; e.g., an
executor or administrator or receiver must file an inventory with the court to
which he renders account; it is commonly attached to other documents such as
bills of sale, leases of furnished houses.
The use of the word “inventory” as practically synonymous with balancesheet or statement of affairs, is not recommended.
INVESTMENTS:
Any money laid out in a proprietary sense for the purpose of producing profit
or benefit.

INVESTMENTS— CURRENT:
These consist of money temporarily invested in securities of other enterprises,
usually from a temporary surplus of cash over current requirements, or in
securities taken for the payment of debts, and salable without impairment of
the business of the concern.
INVESTMENTS—PERMANENT:
Funds invested in the ownership, or partial ownership of facilities or property,
which cannot be immediately liquidated, either on account of a special agree
ment or because they are necessary for the conduct of the business. They in
clude investments in controlled or affiliated corporations and form a part of the
gross investment of a business enterprise.

LIABILITIES—SECURED:
Liabilities for which the creditors hold any security, either direct or contin
gent. They should be shown separately from the unsecured liabilities, and the
extent to which the assets of the company are encumbered by hypothecation or
otherwise should be indicated.
LIABILITIES—UNSECURED:
Liabilities for which creditors hold no security whatever.
NOTES RECEIVABLE:
While a note receivable may be merely a promise to pay and is not necessarily
negotiable, the term “notes receivable” when used in a balance-sheet means
negotiable notes which the concern has received in the course of business.
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The term may include notes received from officers and employees or from
other sources, but such notes should always be shown separately on the face of
the balance-sheet.

NOTES RECEIVABLE—DISCOUNTED:
Notes receivable which have been assigned or passed by endorsement to a
third party for their face value or some proportion thereof, less a discount for
their unexpired term, and on which the original holder has a contingent liabil
ity, by endorsement or otherwise. They should either be shown separately on
the balance-sheet, with an offsetting liability for the amount received in re
spect of them, or they may be omitted from both assets and direct liabilities and
covered by a notation under contingent liabilities.
NOTES RECEIVABLE—OFFICERS, STOCKHOLDERS, AND EM
PLOYEES:
Notes taken by a concern, usually for advances or in payment for capital
stock. They should always be shown separately from notes received from cus
tomers and the propriety of including them in the “quick assets” depends upon
the circumstances of each case.

NOTES RECEIVABLE—TRADE—CUSTOMERS:
Notes which have been received from customers in payment for goods sup
plied or for services rendered.
They constitute one of the items included under “quick assets” and when
stated in a balance-sheet, the amount of those overdue should be shown sepa
rately from those which are not due.
PURCHASES:
(1) Things which are bought. The term is used chiefly in connection with
the trading account where the word indicates the amount of merchandise which
has been bought.
(2) The word “ purchase ” is also used in connection with the value or worth of
certain assets, e.g., a lease may be bought at ten years purchase, meaning that
the price is ten times the annual rent.

PREPAID EXPENSES:
Those expenses for which settlement has been made but for which the service
has not yet been received by the concern. They represent an investment of
working capital in advance of receiving service and include prepaid rent, pre
paid interest, unexpired insurance and similar items.
PROVISION FOR BAD DEBTS:
An amount deducted from the gross amount of accounts receivable or notes
receivable to provide for bad and doubtful debts.
Usually it is calculated in one of two ways:
1. By taking a percentage of the total sales, against which accounts written off
are charged, the balance remaining representing the reserve against ac
counts receivable.
2. By taking the sum of debts which the officials of the concern do not expect
to collect.

PROVISION FOR FREIGHTS, ALLOWANCES, DISCOUNTS, ETC.:
Deductions made from the total gross amount of accounts receivable to pro
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vide for freights, etc., which will be deducted by customers when invoices are
paid.

PURCHASES—NET:
The gross amount of purchases less returns and trade discounts.
REALTY—REAL ESTATE:
The term “real estate,” or “realty” includes both land and the buildings or
improvements standing thereon; it may also include standing timber and or
chard trees.
In all such cases, the land should be shown separately from anything which
may be thereon as its value does not fluctuate as does that of buildings or
orchards and is not subject to depreciation or appreciation in the sense that
those terms are applied to improvements.

RESERVE FOR BAD DEBTS:
The term “provision for bad debts” (q.v.) is preferable.

RETURNS:
Goods sent to a customer, or received from a vendor, which are returned for
any reason. The total should be deducted from the gross sales or the gross
purchases, as the case may be.
SALE—SALES:
A sale is the exchange of a commodity, right, property or any other subject
of bargain for some consideration. In the terminology of accountancy the
term is used in a somewhat broader sense and agreements to sell are frequently
treated as sales, except in the case of sales of the product of or merchandise
dealt in by a concern as to which only shipments actually made are taken in
as sales. The terms of sale may vary greatly; they may be for cash, or part
cash and part some other consideration; they may include promises to pay, the
assumption of specified liabilities or they may include exchange for other
property. In brief, “sales” includes transactions transferring, or agreeing to
transfer property regardless of the terms, time or method of payment.
SALES— COST OF:
This is determined by taking the sum of the initial inventory and the cost of
purchases, or of manufacturing, and deducting therefrom the closing inventory.
SALES—GROSS:
The total sales as shown by invoices, before deducting returns, allowances,
etc.
SALES—NET:
The gross sales less returns and allowances including allowances for freights,
trade discounts, etc.
WORTH:
The value of something expressed in terms of some standard of equivalency or
exchange; the worth of an article is usually the price it will bring in the market,
but price is not always worth.

WORTH—NET:
The amount by which the total assets of a concern exceed the total liabilities.
The amounts of any reserves required to reduce assets to their actual value
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should be deducted from the assets and reserves for liabilities accrued included
in the liabilities.
In a corporation net worth includes all capital stock outstanding together
with the amounts standing to the credit of surplus accounts and of undivided
profits.
It is usual to deduct goodwill or similar intangible items in arriving at
net worth. For this reason, the use of the expression in balance-sheets is not
recommended.
WORTH—PRESENT:
The present worth of a given sum due at a specified future date is that
amount which invested now at a given rate of interest, the interest being rein
vested at the same rate, as it matures, will amount by the specified date to the
given sum.
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Perhaps the most difficult thing for a taxpayer to comprehend is how the
government can be justified in imposing a tax of penalty on a condition which
is non-existent at the time when the taxpayer is required to make a return but
comes into being subsequent thereto.
A case which illustrates is that of the Hartford-Connecticut Trust Company,
trustee, v. the collector. It appears from a reading of this case that at the time
for making the federal income-tax return, the company was advised that the
profits from certain sales were not subject to the income tax, as a court decision
in Brewster v. Walsh had so held in the case of similar sales. The taxpayer in
view of that decision made no tax return. Subsequently the decision in the
Brewster v. Walsh case was reversed by a higher court. The taxpayer being
unaware of this later decision made no return, and as a result faced the pre
scribed penalty for failure to do so, and the question finally came before the
United States district court, district of Connecticut which held that:
“A decision of the district court, holding that profits from certain
sales were not taxable, constituted reasonable cause of failure to file at the
time due, a return reporting such profits from similar sales but the reversal
of the district court decision by the supreme court of the United States rendered
such cause for not filing of no effect after the date of the reversal.”
In other words, the taxpayer was freed from the penalty for failure to make a
return at date when such return was due, but was repenalized because he did
not make a return on the date when the supreme court’s reversal of the district
court decision took effect. From the foregoing it would appear that it is
required of a taxpayer to keep abreast of all the various court’s decisions and,
picking out the latest decision, steer his course accordingly. It does not appear
to matter that courts frequently change a given decision more than once.
Believing the term “unjust” is a bit too descriptive we venture the opinion
that the taxpayer would be warranted in terming the decision a trifle extraor
dinary.
Another instance of the exasperating development by reason of the govern
ment’s assertion of the post view of certain transactions, we cite the case of a
taxpayer who received as a gift certain stock of a corporation in 1918 which
at the time of receiving it was worth $100.00 a share when judged by all the
available data and history. Some years later the taxpayer sold the stock for
$20.00 a share, the subsequent financial history of the company showing losses.
By all available known reasons the taxpayer considered that no profit had been
earned or received by him in selling for $20.00 that which at date of its receipt
was reasonably worth $100.00, and he made no return.
Subsequently, the commissioner determined, largely from the viewpoint
of subsequent history, that the stock was worth only a few dollars a share at
date of its acquisition and that the difference between that sum and the $20.00
a share was profit and that the taxpayer was required to pay the tax on the
alleged profit as well as the statutory penalty for failure to make return at
the time when it was due.
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It is such slavish adherence to the letter of the law, regardless of reason or
common sense, that causes so many to look hopefully for the time to come when
laws will be made more intelligible and when their interpretation by the
judiciary will be more courageous, and will cut through any jumble of am
biguities to the reasonable intent of the statutes.

SUMMARY OF RECENT RULINGS
Held, that the provision of sec. 245 (a) (2) act of 1921, which undertook to
abate the four per cent. deduction for the mean of the reserve fund of a life
insurance company required by law and held at the beginning and end of the
year, by the amount of interest received from tax free securities cannot be
given effect as against the taxpayer. (United States supreme court, National
Insurance Company v. United States.)
Mandamus will not issue to compel the board of tax appeals to enter as its
decision the decision of the division which heard an appeal and which the board
reversed upon review after the expiration of the thirty day period when the
decision of the division is by statute made final, the taxpayer having an ade
quate remedy in law. (Court of appeals of District of Columbia, Board of tax
appeals v. United States ex rel. James S. McCandless.)
In a suit against the taxpayer and the surety on a bond given pursuant to
sec. 234 (a) (14) (a), act of 1918, in connection with a claim for abatement of
part of 1918 taxes, the cause of action is barred by the statute of limitations
five years after the return was filed where the parties had agreed to pay “any
part of such tax found by the commissioner to be due” and the obligation to
pay such tax was extinguished under sec. 1106 (a), act of 1926, prior to the
commencement of the action.
The filing of a bond, in and of itself, in connection with a claim for abatement
of 1918 taxes is not a waiver of the limitation provision of the statute, the
express provision in sec. 250 (d), act of 1921, for written consents to a later
determination, etc., of the tax excluding the possibility of implied waivers.
(United States circuit court of appeals, seventh circuit, United States v. the John
Barth Company and United States Fidelity and Guaranty Company.)
The government has six years for collection of 1920 taxes assessed in 1926
within the limitation period on assessment provided under the 1924 act as
extended by a waiver signed after the passage of the 1924 act. (United States
district court, W. D., Louisiana, Shreveport division, Mrs. Alma Foster Atkins v.
J. O. Bender, collector.)
Suit for refund of taxes for a year involved in a proceeding before the board
of tax appeals is not prohibited where the proceeding before the board was
heard after the passage of the 1926 act but such proceeding was filed with the
board prior to such date. (United States district court, W. D., Pennsylvania,
Earle C. and Lewis Emery, executors v. United States.)
Loss sustained on the closing out in 1920 of a December “future” intended as
a “hedge” against a sale of “cash” oats for December or later delivery, which
were delivered in 1921, is deductible only in 1920 by a cash grain dealer on the
cash receipts and disbursements basis, the “future” sales and the “hedging”
contract closed out in different years constituting separate transactions.
(United States district court, N. D., Illinois, Edwin R. Bacon Grain Company
v. Mabel G. Reinecke, collector.)
A pro rata portion of premiums received by a corporation not later than 1904
on bonds issued at a premium, apportioned to the year 1920, may not be taxed
as income of the corporation in 1920. (United States circuit court of appeals,
first circuit, Commissioner v. Old Colony Railway.)
Written instruments conveying standing and growing timber on land owned
by the transferers situated in the states of Washington and Idaho providing
for the actual severence and removal of such timber from the land within a
reasonable time, were held to be subject to the stamp tax imposed by the 1918,
1921 and 1924, acts upon conveyances of realty the decided weight of authority
in both states holding that such timber is realty. (United States district
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court, W. D., Washington, S. D., Milwaukee Land Company v. Burns Poe,
collector.)
The value of the interest of the widow created by Nebraska statute in lieu
of dower, in the estate of her husband dying intestate in Nebraska should be
included in the decedent’s gross estate under the act of 1921, such property
passing to the widow as a distributee. (United States court of claims, Nels S.
Nyberg, administrator, v. United States.)
The inheritance tax paid by the administrators of a decedent dying on
February 19, 1918, in Massachusetts is a charge against the estate within the
meaning of sec. 203 (a) (1) act of 1916, and is deductible from the value of the
gross estate. (United States court of claims, Sherburn M. Merrill, et al., ad
ministrators, v. United States.)
Amounts spent in 1914, 1915 and 1916, inclusive, in advertising in order
to secure valuable contracts constitute capital expenditures which should be
spread over a period of years, the fact that the taxpayer had erroneously
charged such expenditures to current expense and had deducted them as such
in its returns for the years in which the amounts were expended not preventing
a correction of its books and its returns so as to treat them as capital expendi
tures for income and profits tax purposes. (United States court of claims,
United Profit Sharing Corporation v. United States.)
Income from a testamentary trust created by a decedent for his grand
children distributed to such grandchildren during the years involved for their
support, maintenance and education, was held to be distributed “periodically,
whether or not at regular intervals” within the meaning of sec. 219 (a) (4),
acts of 1918 and 1921, and, as such, taxable to the beneficiaries, where the
decedent directed that the property should be held in trust for his grandchil
dren until they reach the age of 25 and the trustees should “pay over to them
such part of the income and interest thereof as in her discretion shall seem best.”
(United States circuit court of appeals, first circuit, Commissioner v. Mary L.
Barton, trustee.)
Income received in 1919 to 1923, inclusive, by a widow in lieu of her statutory
share of the corpus of her husband’s estate is not taxable income to her where
her husband’s will provided that the residue of his estate be placed in trust and
the net income be paid to her for and during her life “in lieu of dower and all
claims she might or could have by any possibility upon the estate,” and the
annual payments did not exceed the value of the property she relinquished by
accepting the provisions of the will, such payments, under the laws of the state
having jurisdiction (Massachusetts) representing “purchase money” or “in
stalment payments” by the estate in consideration for her share in the corpus
of the estate. (United States circuit court of appeals, first circuit, United
States v. Wilfred Bolster, executor.)
A dividend declared in January, 1917, from 1916 earnings, payable in six
instalments, there being in fact no undistributed 1916 earnings at the time,
does not come within the proviso of sec. 31 (b), act of 1916, as modified by
sec. 1211, act of 1917, exempting distributions made prior to August 6, 1917,
out of earnings or profits accruing prior to March 1, 1913.
Dividends declared in 1917 from 1916 earnings, there being in fact no un
distributed net earnings at the time, must be considered as payable from 1917
earnings to the extent of 1917 earnings prorated to date of payment, such prof
its to be determined without considering available for distribution in 1917,
the amount of refund of 1917 taxes made in 1922. (United States district court,
N. D., Georgia, Atlanta division, Samuel C. Dobbs v. J. T. Rose, collector.)
A net loss sustained in the period beginning February 1, 1919, and ending
December 31, 1919, such eleven-month period resulting from a voluntary
change in accounting period approved by the commissioner, may be applied
against the net income of the preceding taxable year, such period of less than
twelve months being a “taxable year” within the meaning of sec. 204 (b) act
of 1918. (United States district court, W. D., Pennsylvania, Pennsylvania
Chocolate Company v. C. C. Llewellyn, former collector.)
The claim of the United States for taxes against a corporation in an equi
table receivership is not entitled to priority over the claims of the general
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creditors, where all the assets of the corporation did not pass to the equity
receivers as a trust fund for equal distribution to creditors, the situation not
being equivalent to a general assignment within the meaning of sec. 3466,
revised statutes. (United States district court, S. D., New York, Manhattan
Rubber Manufacturing Company v. Lucey Manufacturing Corporation.)
A decision of the district court, holding that profit from certain sales were
not taxable, constituted reasonable cause for failure to file at the time due a
return reporting such profits from similar sales, but the reversal of the district
court decision by the supreme court of the United States rendered such cause
for not filing of no effect after the date of the reversal. (United States district
court, Connecticut, Hartford-Connecticut Trust Company, trustee v. Robert O.
Eaton, collector.)
A corporation held to be entitled to personal service classification in 1918
where the bulk of its activities in such year consisted of maintenance and con
struction work for a railroad company under a contract by which the railroad
retained complete domination over the work to be done and of the force which
was to do it, supplied tools, materials, etc., paid all wages, the function of the
taxpayer being that of an engineer, organizer and superintendent, the income
from such activities being ascribable primarily to the principal owners or
stockholders and income from straight contract work, rents and investments
not being sufficient to bar the taxpayer from personal service classification.
(United States circuit court of appeals, seventh circuit, North American Rail
way Construction Company v. Commissioner.)
A taxpayer who transferred in 1919 his business and all the assets employed
therein to a corporation organized to take over such business and assets, and
which assumed all the business liabilities, in exchange for its capital stock in
an amount equal to the excess of the book value of the assets, which were
carried on the books at cost, over the liabilities of the business, the market
value of the assets at date of sale being less than the liabilities, may not deduct
the par value of such stock, which the court held had no market value, as a
loss (a) under sec. 214 (a), act of 1918, the stock of the corporation which
continued in business until 1921 not having been ascertained to be worthless in
that year, nor (b) under sec. 202 (b) since no taxable gain nor deductible loss
is recognized where the property received in exchange has no market value.
(United States district court, district of Massachusetts, Constantine V. Tsivoglou
v. United States.)
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(Note.—The fact that these solutions appear in The Journal of Account

should not cause the reader to assume that they are the official solutions
of the board of examiners. They represent merely the opinions of the editors
of the Students' Department.)
ancy

Examination

in

Accounting Theory and Practice—Part I

May 17, 1928, 1 P. M. to 6 P. M.
The candidate must answer the first four questions and one other question.
No. 3 (8 points):
A is a holding company. B is a wholly owned subsidiary company of A. B
company gives an accommodation note to A company for $100,000 and A
company discounts this note with its bank.
How should this transaction be shown on the balance-sheet of A company, on
the balance-sheet of B company and on the consolidated balance-sheet of A
and B companies?
Solution:
The accommodation note given by B company to A company became, when
discounted by A company with its bank, the direct liability of B company to
the holder of the note and should, therefore, appear as a note payable on the
balance-sheet of B company, appropriately described as to the nature of the
obligation. B company would have, as an asset, a claim against A company
for the amount of the accommodation.
On the balance-sheet of A company, the transaction would appear as a
liability to B company for the amount of the accommodation. The contingent
liability of A company as an endorser on the note would be mentioned in a
footnote.
On the consolidated balance-sheet of A and B companies, the transaction
would appear as a note payable.
No. 4. (16 points):
On January 1, 1920, the Noble Machine Company purchased a new building
for $40,000. It was believed that its service life would be 20 years without
scrap value, and straight-line provision for depreciation was made accordingly.
In the late spring of 1925, the Wright Appraisal Company reported that the
building had a replacement value of $60,000 on a 25-year life basis.
The directors desire to set up the appraisal value on the books, as of June 30,
1925, and ask you to submit the necessary entries as of that date and also for
the closing of the books on December 31, 1925 and 1926.
Solution:
After closing the books as of December 31, 1924, the accounts would stand as
follows:
Building—cost........................................................................ $40,000.00
Less depreciation—5 years at 5%—25%.................................
10,000.00

Depreciated book value.............................................................
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At June 30, 1925, the appraised value would be:
Replacement value new.............................................................
Less depreciation for 5½ years at 4%—22%...........................

$60,000.00
13,200.00

Depreciated replacement cost...................................................

$46,800.00

It would probably be desirable to bring the record of depreciation on a cost
basis down to date before taking up the appraisal. Depreciation has been
provided for during five years on a basis of a twenty-year life and a 5% rate;
it now appears that a twenty-five-year life and a 4% rate is correct.
Reserve for depreciation......................................... $2,000.00
Surplus.................................................................
$2,000.00
To adjust past five years’ depreciation on cost
of building from 5% annually to 4% annually.
Depreciation.............................................................
800.00
Reserve for depreciation.....................................
800.00
To provide depreciation on a cost basis for the
six months ended June 30, 1925, on a 4% annual
basis.
The appraisal value can now be taken up by the following entry:
Building.................................................................
$20,000.00
Reserve for depreciation...................................
$4,400.00
Reserve for appreciation...................................
15,600.00
To adjust the accounts as follows:
Building:
Replacement value new.......... $60,000.00
Less cost............... ......................
40,000.00

Difference.................................

$20,000.00

Reserve for depreciation:
Per appraisal...........................
$13,200.00
Per books as adjusted.................
8,800.00
Difference.................................

$4,400.00

Reserve for appreciation................

$15,600,00

The adjusted balance in the reserve was determined as follows:
Balance, December 31, 1924.................................................. $10,000.00
Less correction for 5 prior years............................................
2,000.00
Remainder...............................................................................
Add depreciation for 6 months..............................................

$8,000.00
800.00

Adjusted balance, June 30, 1925...........................................

$8,800.00
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Entries hereafter are indicated by the following entries, the amounts in the
annual column having been computed by dividing the amounts in the total
column by 19.5, the estimated remaining life of the building:
Debit:
Depreciation (on cost basis) $40,000.00 minus
$8,800.00 adjusted balance in reserve at June
30, 1925..........................................................
Reserve for appreciation—total set up............
Total...........................................................

Credit:
Reserve for depreciation—$60,000.00, total
requirement, less $13,200.00 set up per ap
praisal.............................................................

Total

Annual

$31,200.00
15,600.00

$1,600.00
800.00

$46,800.00

$2,400.00

$46,800.00

$2,400.00

The entry to be made at December 31, 1925, would be for one-half of the
amounts shown in the annual column, as the entry would cover only six months
from June 30th. The entry at December 31, 1926, would be for the full
amounts shown in the annual column.

No. 5 (23 points):
An architect (not a member of the American Institute of Architects) became
party to a contract for the construction of a building for which he had drawn
the plans.
The actual construction was undertaken by a construction corporation and
the agreement was that 40 per cent. of the profit of the corporation, after
providing for federal tax, should be paid as compensation to the architect.
Upon completion of the contract, the books of the corporation showed:
Profit before tax (13½%) and before payment of architect’s
compensation.........................................................................
$232,401.50
Expenses included in book figures, not allowable as deductions
from profits in computing tax, but proper deductions for com
putation of architect’s proportion of profit.........................
13,205.00

The architect’s compensation is deductible from the corporation’s taxable
income.
What is the amount of the tax and what is the compensation of the architect?
Give proof of your answers.

Solution:

Let T = the tax
and Let A= the architect’s compensation
Since the tax is 13½% of the taxable income, i. e., the book profit of $232,401.50, plus the non-allowable deductions of $13,205.00, less the architect’s
compensation,
T= .135 ($232,401.50+$13,205.00-A)...........................................(1)
or T=.135 ($245,606.50-A)
T=$33,156.88-.1354...................................................................... (2)
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And since the architect’s compensation is 40% of the profit of the corpora
tion, after providing for federal tax,
A= .40 ($232,401.50—T)................................................................. (3)
or A=$92,960.60 —.40T........................................................................ (4)
If we substitute the value for A (4) in the equation (2) we have:
T=$33,156.88-.135 ($92,960.60 —.40T)
or r=$33,156.88-$12,549.68+.054T
T-.054T=$33,156.88 -$12,549.68
.9467= $20,607.20
. T= $21,783.51
Solving for A;
A= A0 ($232,401.50-T)....................................................... (3)
A=.40 ($232,401.50—$21,783.51)
A=.40 ($210,617.99)
A= $84,247.20
In the above solution, the architect’s compensation is not considered as an
expense in determining the amount of such compensation. If the architect’s
fee were to be treated as an expense the expression for A would be:
A = .40 ($232,401.50-A— T)
Proof
Computation of tax:
Profit before tax and before payment of architect’s com
pensation........................................................................... $232,401.50
Non-allowable deductions........................................................
13,205.00

Taxable income before deducting architect’s compensation...
Deduct—architect’s compensation.........................................

$245,606.50
84,247.20

Taxable net income..................................................................
Multiply by..............................................................................

$161,359.30
13½%

Tax............................................................................................

$21,783.51

Computation of architect’s compensation:
Profit before tax and architect’s compensation......................
Deduct—tax..............................................................................

$232,401.50
21,783.51

Profit subject to architect’s compensation..............................
Multiply by..............................................................................

$210,617.99
40%

Architect’s compensation.........................................................

$84,247.20

Instead of the expression for T which is used above (1), the following may be
substituted as a shorter method.
Since the tax is 13½% of $232,401.50 plus the non-allowable deductions of
$13,205.00 less the architect’s compensation, the latter may be expressed in this
equation as 40% of the profits, $232,401.50, or $92,960.60, less a proportionate
(40%) amount of the tax, or AT.

147

The Journal of Accountancy
T=.135 [$232,401.50+$13,205.00 —($92,960.60 —.47)]
7=.135 ($232,401.50+$13,205.00- $92,960.60+.4T)
7=$20,607.20+.0547
.9467= $20,607.20
7= $21,783.51

No. 6 (23 points):
It is desired to retire a loan of $900,000 due in 20 years by the establishment
of a sinking fund earning 5 per cent. per annum. No payments are to be made
to the sinking fund until the end of the fourth year.
The first five annual payments would each be of the same amount. The
next five would each be 50 per cent. more than those of the first five years.
For the remainder of the term, they would each be double those of the first five
years.
What would be the respective annual payments?
Given at 5 per cent.:

(1+i)n
4
5
6
7
11
12
16
17
20

4.3101
5.5256
6.8019
8.1420
14.2068
15.9171
23.6575
25.8404
33.0660

1.2155
1.2763
1.3401
1.4071
1.7103
1.7959
2.1829
2.2920
2.6533

Solution:
First group of payments—4th to 8th years, inclusive:
Amount, per dollar, of these 5 contributions at end of 8th year,
per table..............................................................................
$5.5256
Multiply by amount of 1 for 12 periods......................................
1.7959

Amount, per dollar, of these contributions at end of 20th
year..................................................................................
$9.9234

Second group of payments—9th to 13th years, inclusive:
Amount, per dollar, of these 5 contributions at end of 13th
year, per table....................................................................
$5.5256
Multiply by amount of 1 for 7 periods.....................................
1.4071

Amount, per dollar, of these contributions at end of 20th
year..................................................................................
$7.7751
But the ratio of the amount produced by these contributions to
the amount produced by the first group of payments is also
affected by the fact that the annual contributions of the
second group are to be 150% of the annual contributions of
the first group. Therefore multiply by............................
150%
Product.......................................................................................
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Third group of payments—14th to 20th years, inclusive:
Amount, per dollar, of these contributions at end of 20th year,
per table..........................................................................
Multiply by ratio of payments in third group to payments in
first group.......................................................... ................

$8.1420

Product.......................................................................................

$16.2840

200%

Summary of fund which would be accumulated at end of 20th year if pay
ments of the three groups were $1.00, $1.50, and $2.00, respectively:
Amount
First group..........................................................................
$9.9234
Second group.......................................................................
11.6627
Third group.........................................................................
16.2840

Total................................................................................

$37.8701

Then $900,000.00÷$37.8701= $23,765.45, number of dollars deposited per
year, first group
And $23,765.45X1.50= $35,648.18, number of dollars deposited per year,
second group
And $23,765.45X2.00= $47,530.90, number of dollars deposited per year,
third group.
Proof—Accumulation of Fund
End of Year
4.................
5.................
6.................
7.................
8.................
9.................
10.................
11.................
12.................
13.................
14.................
15.................
16.................
17.................
18.................
19.................
20.................

........
........
........
........
........
........
........
........
........
........
........
........
........
........
........
........
........

Contributions
$23,765.45
23,765.45
23,765.45
23,765.45
23,765.45
35,648.18
35,648.18
35,648.18
35,648.18
35,648.18
47,530.90
47,530.90
47,530.90
47,530.90
47,530.90
47,530.90
47,530.90

........ $629,784.45
Total........

Interest

$1,188.27
2,435.96
3,746.03
5,121.60
6,565.96
8,676.66
10,892.90
13,219.96
15,663.37
18,228.94
21,516.94
24,969.33
28,594.34
32,400.60
36,397.18
40,593.58

Total
$23,765.45
48,719.17
74,920.58
102,432.06
131,319.11
173,533.25
217,858.09
264,399.17
313,267.31
364,578.86
430,338.70
499,386.54
571,886.77
648,012.01
727,943.51
811,871.59
899,996.07

$270,211.62

The discrepancy in the final amount accumulated is the result of using four
place tables.
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If we consider that the sinking fund consists of $1.00 for the entire 17 years,
plus 50 cents for the last 12 years, plus an additional 50 cents for the last 7
years we have the following formula:
15.9171 8.1420
25.8404+
2
2
= 25.8404+7.95855+4.071
= 37.86995
This result is the same as above except for a slight fractional difference as a
result of using four place decimals.
Computation

of

Bonus

and

Tax

Editor, Students' Department:
Sir: The article that appeared over my signature in the Students' Department
of The Journal for the month of June applies to cases where there is no
exemption from profits before computing the tax.
The present article is applicable to cases where there is an exemption from
profits; also to cases where certain deductions are not allowable for tax pur
poses. The basis for computation of the bonus is the book profits, and that for
the tax is the taxable profits.
Example 1. The book profits are $22,000.00 and the exemption is $2,000.00.
The rate of bonus is 10% and the rate of tax is 12%.
Book profits.............. $22,000.00
Taxable profits........... $20,000.00
10%...........................
-10% of#................

$2,200.00*
240.00

12%...........................
-12% of*.................

$2,400.00#
264.00

$1,960.00
$2,136.00
Divided by .988
Divided by .988
equals bonus, or...
$1,983.81
equalstax,or........
$2,161.94
Note that the second operation is a cross-multiplication. The divisor equals
1 minus the product of the two rates.
Example 2. The book profits are $25,000.00 and the deductions not allowable
amount to $1,000.00. The rates for bonus and tax are as in the first example.
No exemption.
Book profits.......... .. $25,000.00
$26,000.00
Taxable profits.........
10%.......................
-10% of #............

Divided by .988
equals bonus, or.

$2,500.00*
312.00

12%...........................
-12% of *................

$2,188.00

Divided by .988
equals tax, or....

$2,214.58

Proof of method —Using example 2
Book profits.......... ... $25,000.00
Taxable profits...........
Less tax.................
2,854.25
Less bonus................ .
Bonus equals 10%, or.

$22,145.75
$2,214.58
Tax equals 12%, or.. .
Yours truly,

$3,120.00#
300.00

$2,820.00
$2,854.25

$26,000.00
2,214.58
$23,785.42
$2,854.25

Edward S. Thomas.

Cincinnati, Ohio.
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Bonus Problem

in

June Issue

Several readers have written letters regarding the bonus and tax problem
and solution contributed by Edward S. Thomas, and published in this depart
ment in the June issue. The editors believe that there is sufficient justification
for the point of view taken by these readers to warrant the publication of the
following typical letter:
Editor, Students’ Department:
Sir: In your department of The Journal of Accountancy for June, 1928,
Edward S. Thomas stated a problem involving the computations of bonus
and tax and offered a solution by arithmetic. The results obtained by his
solution do not, in my opinion, satisfy the requirements of the problem which
reads as follows:
A company has an agreement with its manager to allow him 10% of the
net profits after providing for federal income taxes. This allowance is to
be considered as a general expense. The net profits for the year ended
December 31,1924, before providing for bonus and tax amounted to $100,000.
Mr. Thomas computes the bonus as $8,860.76 and the tax $11,392.41.
$100,000 less the tax of $11,392.41 is $88,607.59, and 10% of the latter figure is
$8,860.76 which is considered to represent the bonus. The problem states
that the bonus is to be considered as a general expense. If it is a general
expense it must be deducted from the $100,000 as well as tax before arriving
at the proper amount on which to pay the bonus. Mr. Thomas’ solution does
not contemplate the deduction of the bonus as well as the tax. According to
the problem the bonus must be based on a figure represented by $100,000 less
the bonus and less the tax, and the tax based on a figure represented by $100,000
less the bonus.
Solution
Let B =the bonus
And T=the tax
B = 10% ($100,000 — T—B)
Eliminating fractions...................................
10 B = $100,000 — T—B
Transposing................................................... T+11 B =$100,000
T = 12½% ($100,000-B)
Eliminating fractions...................................
8 T = $100,000 —B
Transposing.................................................. 8 T+B = $100,000
Solving for B
Multiplying by 8......................................................
Subtracting.............................................................

8 T+88 B = $800,000.00
8 T+ B = 100,000.00

87 B = $700,000.00
B=
8,045.98
Solving for T

87 T
T

=$1,000,000.00
=
11,494.25

Proof for tax
Net profit......................................................................................
Deduct bonus.............................................................................

$100,000.00
8,045.98

Net taxable income..................................................................
Tax—12½%.............................................................................

$91,954.02
11,494.25
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Proof for bonus
Net profit......................................................................................
Less bonus................................................................ $8,045.98
Less tax....................................................................
11,494.25

Bonus-10%.............................................................................
Yours truly,

Ludwig, Nevada.

$100,000.00

19,540.23

$80,459.77
8,045.98
R. D. Bolt.

The following comments on Mr. Bolt’s letter were received from Mr. Thomas:
“Mr. Bolt’s interpretation hinges on the question whether the sentence
regarding the allocation of the bonus to general expense is to be taken in con
nection with the first sentence. It was not so intended. The problem in
question was part of a larger problem, and the allocation of the expense was for
information of candidates, none of whom misconceived the intent of the
examiners. If Mr. Bolt’s interpretation is accepted, it is not necessary to
resort to algebra to solve the problem. The intent of my article was to show
those students who are not proficient in algebra how problems like the one in
question could be solved by arithmetic.
“The following are arithmetical solutions of the problem as interpreted by
Mr. Bolt. Let P denote the profits, B the bonus, T the tax, b the bonus rate,
and t the tax rate. Then
B

T

P(b—bt)
1 + (b-bt)

Pt
1 + (b-bt)

8750
1.0875

700,000
= 8045.98
87

12,500
1.0875

1,000,000
87

= 11,494.25

“It will be noted that the only difference between the divisor in this case
and that in the original case is the addition of the rate of bonus. There is no
difference in the multiplier for the bonus, and in the multiplier for the tax
the bonus rate is omitted.
“The second method given in my article published in the June number can be
used by adding the approximate bonus and tax and deducting the sum from the
profits, then taking one-tenth of the remainder as the approximate bonus and
so on.”
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THE VALUE OF A BALANCE-SHEET, by Sir Mark Webster Jenkinson.
Gee & Co., Ltd., London. 31 pages.
The Value of a Balance-sheet is a reprint of an address delivered before a
joint meeting of bankers and accountants at Sheffield, England, on March 15,
1928. It is a remarkably clear, concise and comprehensive summary of what
a balance-sheet of the present standard is, what it is not, and what it ought to
be in order to convey adequate information to that most helpless of mortals in
the financial world, the shareholder. Like Kipling, the author has the knack of
epitomizing in verse the gist of his “story,” and I can not refrain from quoting
the heading:
“We have told the truth in our tale to you
So far as the records show,
But whether the telling is strictly true
Minerva alone can know.
Fixed assets are valued according to cost,
But you have to settle their worth.
Is it more? Is it less? We leave you to guess,
If you can—can you value the Earth?”
Could there be a better description of the average balance-sheet?
Most of us are fairly well acquainted with the limitations of a balance-sheet.
With the comment that I have never seen its merits and defects so vividly con
trasted as in this address, I pass to the author’s suggestions for reforms and
improvements in shape and scope.
First, he recommends the change of form of the balance-sheet so as to
emphasize
“ (a) The amount of working capital available.
“ (b) The extent to which the share capital is represented by fixed assets,
the value of which varies with the earning power of the business.”
This is really a change from the English form showing the capital assets and
liabilities first to the American form which shows the current assets and
liabilities first, with the addition of carrying down the actual balance of current
assets or liabilities as the case may be from the current to the capital section.
This is not entirely new, and the suggestion has much to recommend it. Bank
ers and creditors always figure it out for themselves, but the ordinary investor
simply looks for the surplus item, and the significance of the current net assets
escapes him entirely.
The author’s second recommendation, which is a new one, is that in addition
to the regular annual audit there should be periodical five-year examinations or
surveys for the purpose of ascertaining the trend and prospects of a business.
To a limited extent the three-year comparative balance-sheets which are often
submitted in our own practice show this service, but we merely set out the
figures of past years and make no attempt to show their significance. The sort
of report suggested by the author would tell the shareholder plainly whether the
business was gaining or losing.
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And lastly he proposes an “audit” of the management! Or, as again epito
mized in a closing verse.
“One asset is omitted—and its worth I want to know,
That asset is the value of the men who run the show!”

Impracticable? Impossible? Perhaps. Yet “. . .if inefficiency in man
agement could be brought to light before too late, incompetent administration
being replaced by men with the necessary knowledge, imagination and intui
tion, more capital would be attracted to industrial enterprise as the result of
greater confidence which would exist.”
Well said! And who if not the auditor is to perform this service for the
shareholders?
W. H. Lawton.
ERRATUM

By a typographical error in the review of Effective Business Letters by Edward
Hall Gardner and Robert Ray Aurner in The Journal of Accountancy for
July, Mr. Gardner’s name appeared as “Carpenter.” This notice is published
in order that readers may correct their records.
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CONTRACTORS
Accounting

Boyle, A. R. M. Contractors' Accounts. Journal
1928, p. 30-41.

of

Accountancy, July,

CORPORATIONS
Directors

Cash, William. Duties and Liabilities of Directors and Some Considerations
Arising from Suggested Amendments of the Present Law. Accountant,
June 2; 1928, p. 781-4.
Finance

Ashby, Forrest B. Influence of Securities Regulation upon Standards of Corpora
tion Financing. Michigan Law Review, June, 1928, p. 880-7.
Law
Great Britain

Sugden, F. E. Company Formation.
May, June, 1928, p. 85-8, 142-4.

Business Organisation Magazine,

COST AND FACTORY ACCOUNTING

Foerth, J. T. Paper Presented before Bridgeport Cost Forum, May 17, 1928;
Executive Accountant Tells How Financial Statements Are Completed by
Tenth of Month. American Accountant, July]1928, p. 5-9.
Hargrave, T. H. Some Uses for Manufacturing Costs Data. Accountants’
Magazine, June, 1928, p. 381-4.
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Current Literature
COUNTIES
Accounting

Modern Budgeting and Accounting Procedure Conserves County Funds; Utah's
New Law Gives Wide Powers to County Auditor—Lincoln G. Kelly Describes
General Program under which Accounts Are Set Up. American Ac
countant, July, 1928, p. 15-19.
DEPRECIATION, DEPLETION AND OBSOLESCENCE

Grimes, J. A. Income Tax—Depletion and Depreciation. Accounting Re
view, June, 1928, p. 161-76.
Railroads

Mason, Perry. Treatment of Depreciation in the Interstate Commerce Commis
sion Valuation Cases. Accounting Review, June, 1928, p. 141-8.
EDUCATION

Madden, J. T., Stevenson, R. A., and Gray, W. R. Place of Accounting in
the Commerce Curriculum. Accounting Review, June, 1928, p. 189-207.
Schmidt, L. A. Problem Method in the Beginning Course. Accounting Re
view, June, 1928, p. 184-8.
ELECTRIC AND STREET RAILROADS
Statistics

Blackhall, J. R. Graphs Assist in Lowering Costs and Improving Service.
Electric Railway Journal, June 9, 1928, p. 930-2.
ENAMELING
Costs

Smith, E. D. Larger Production at Lower Cost.
1672-5.

Iron Age, June 14, 1928, p.

FACTORIES
Management

Coote, J. A.
p. 2-10.

Factory Organization. Cost

and

Management, May, 1928,

FOUNDRIES
Cost Accounting

Steel Founders’ Society of America. Cost Finding Practice for Steel Foundries.
Chicago, American Foundrymen’s Association, 1928. 37 p. (Reprint no.
28-3.)
GOODWILL

Leake, P. D. Commercial Goodwill; Some New Factors. Accountant, June
23, 1928, p. 901-5.
HOTELS
Accounting

Rappaport, M. Fixed Assets. (In Minutes, Sixteenth Monthly Meeting,
Hotel Accountants’ Association, May 18, 1928, p. 4-7.)
Stagg, J. H. Deferred Charges. (In Minutes, Sixteenth Monthly Meeting,
Hotel Accountants’ Association, May 18, 1928, p. 12-4.)
INSTALMENTS
Accounting

Horton, Rodney B. Comments on Installment Accounts.
Accountant, June, 1928, p. 172, 185-6.

Certified Public

INVENTORIES

Whitmore, John. Certification of Inventories. Journal
July, 1928, p. 1-7.
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BANKING

Claypool, H. W. Investment Banking.
1928, p. 1, 9-10, 12.

Pittsburgh Accountant, May,

INVESTMENT TRUSTS

Palmer, Alfred. Investment Trust Companies. Accountants’ Journal
(England), June, 1928, p. 143-8.
LITHOGRAPHY
Cost Accounting

Rhodes, Lewis.
Cost

and

Field of the Cost Accountant in the Lithographic Industry.

Management, May, 1928, p. 16-29.

MORTGAGE COMPANIES
Accounting

Pyle, J. L. Accounting for Mortgage Companies. Journal
July, 1928, p. 23-9.

of

Accountancy,

MOTOR TRANSPORTATION
Costs

Howell, Franklin D. Costing Problems of Motor Carriers. New York, Na
tional Association of Cost Accountants, June 1, 1928. p. 1134-40. (N. A.
C. A. Bulletin, v. 9, no. 19, Section 2.)
MUNICIPAL
Accounting

Oakey, Francis. Application of Depreciation to Municipal Accounts. Ameri
can City, July, 1928, p. 151, 153.
Budgeting

National Municipal League. Committee on a Model Municipal Budget Law.
Model Municipal Budget Law. National Municipal Review, Supple
ment, July, 1928, p. 437-45.
Finance

Rightor, C. E. Bonded Debt of 213 Cities As at January 1, 1928.
Municipal Review, July, 1928, p. 328-32.

National

PACKING
Costs

Hough, Thomas R. Higher Wages and Lower Package Costs.
Industrial Management, June, 1928, p. 1183-5.

Factory and

PAPER, CARDBOARD, ETC.
Costs

Burke, Thomas J. Men, Money, Machinery and Materials and Their Relation
to Costs. Pulp and Paper Profits, June, 1928, p. 3-8.
PHOTO-ENGRAVING
Costs

Lawrence, W. B. What Zinc Etchings Cost.
June, 1928, p. 17-20.

Photo-Engravers Bulletin,

POULTRY
Accounting

Ohio State University. College of Commerce and Administration. Bureau of
Business Research and Ohio Poultry Improvement Association. Ac
counting Requirements of a Small Hatchery; Preliminary Bulletin by Jose
phine A. Lowrie. Columbus, Ohio, Ohio State University, College of
Commerce and Administration, Bureau of Business Research, 1928. 30 p.
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Current Literature
PRICES

Knight, Frank H. Suggestion for Simplifying the Statement of the General
Theory of Price. Journal of Political Economy, June, 1928, p. 353-70.
PROFESSIONAL ETHICS

Etiquette of the Accountancy Profession; Based on a Series of Articles Appearing
in “The Accountant.” London, Gee and Company, Ltd., 1927. 85 p.
PROPERTY
Accounting

Himmelblau, David. Some Problems in Property Accounting. Accounting
Review, June, 1928, p. 149-60.
PUBLIC UTILITIES

Grayson, Theodore J. Economics of Public Utilities. New York, National
Association of Cost Accountants, May 1, 1928, p. 983-96. (N. A. C. A.
Bulletin, v. 9, no. 17.)
REFUSE
Costs

Garbage Collection and Disposal; Prepared from a Report Presented at the Annual
Conference of the International Association of Street Sanitation Officials.
American City, June, July, 1928, p. 167-9, 145-9.
REPARATIONS

Auld, George P. Prospect in Europe.
Council, 1928. 11 p.

New York, National Foreign Trade

STATISTICS

Arthur, William. Averages. Accountants’ Magazine, June, 1928, p. 35675.
Whitmore, Francis. Statistical Method. Accountants’ Journal (England),
May, June, 1928, p. 19-21, 85-8.
STOCK EXCHANGE

Stock Exchange (London). Accountant, June 16,1928, p. 867-75.
TANNING
Cost Accounting

Barth, F. E. Tanning and Leather Products Costs. New York, National As
sociation of Cost Accountants, Tune 15, 1928, p. 1181-98. (N. A. C. A.
Bulletin, v. 9, no. 20, Section 1.)
TAXATION, UNITED STATES
Income and Excess Profits

Haynes, J. Marvin, McGuire, C. J. and Magathan, W. C. Income Tax Act
of 1928; Comments on the Principal Features. L. R. B. & M. Journal,
June, 1928, p. 3-18, 20-32.
New Income Tax Provisions of the Revenue Act of 1928. National Income
Tax Magazine, June, 1928, p. 207-11, 230-3.
TOOLS
Costs

Stuber, Adolph.

Make Tool Repair Costs Part of Production. Factory

and

Industrial Management, July, 1928, p. 70-3.

TRANSPORTATION

Batt, F. Raleigh. Law of Carriage. Accountants’ Journal (England),
June, 1928, p. 123-32.
WORKMEN’S COMPENSATION

Senior, Leon S. History of Ratemaking Organizations and Theory of Schedule
and Experience Rating. New York, Insurance Society of New York, June,
1928. 42 p. (Howe Readings in Insurance no. 8.)
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Advisory Board - LaSalle Higher Accountancy Training
As you have learned from the preceding advertisements in this series, the LaSalle course in Higher
Accountancy was written by practical, successful accountants and is taught by other competent, experienced
practitioners. In addition, the University has been fortunate in enrolling the active aid of outstanding
leaders in accountancy practice and education. These men, because of their keen desire to advance the
profession, give generously of their time and counsel to help us keep our instruction material and service
most efficient and up-to-date.

The members of the LaSalle Advisory Board are:
Alex. S. Banks, C.P.A., Leslie, Banks & Co., New York.
Former President, American Society of Certified Public
Accountants.

William S. Kemp, Treasurer, Holtzer-Cabot Electric, Boston,
Mass. Former President National Association of Cost
Accountants.

Howard C. Beck, C.P.A., of Beck & Leland, Washington,
D. C. Former City Auditor of Baltimore. Member, American
Institute of Accountants, American Society of C.P.A.’s.
Charles Hecht, C.P.A., Charles Hecht & Co., New York.
Member, American Institute of Accountants, American
Society of C.P.A.’s. New York State Society of C.P.A.’s.

Hiram T. Scovill, A.B., C.P.A., Professor of Accountancy,
University of Illinois. Former President, American Asso
ciation of University Instructors in Accounting.

John Craig, L.A., John Craig & Co., Toronto, Can. President,
Canadian Society of Cost Accountants.
Walter R. Darby, Commissioner of Municipal Accounts,
State of New Jersey. First Vice President, National Associa
tion of Comptrollers and Accounting Officers.

W. H. Hammond, Chief Accountant, Illinois Commerce Com
mission, Springfield, Illinois. Author of Public Utility Ac
counting .
Wm. B. Wiegand, C.P.A., Former Examiner, New York State
Insurance Department.
Charles H. Preston, C.P.A., Charles H. Preston & Co.,
Minneapolis. Lecturer in Accounting, University of Minne
sota. Member, American Institute of Accountants.
Charles H. Schoolar, C.P.A., Schoolar & Bird, Dallas, Tex.
Member, American Institute of Accountants.

D. C. Eggleston, M.E., LL.B., C.P.A., of Klein, Hinds &
Finke, New York. Professor of Cost Accounting at the Col
lege of the City of New York.

Frank W. Marshall, B.S., LL.B., C.P.A. Lecturer in Auditing,
University of Pittsburgh. Practicing Law.

Emil A. Becker, Comptroller, Larkin & Co., Inc., Buffalo,
New York. Member and director, National Association of
Cost Accountants.

James P. Robertson, C.P.A., of Smith, Robertson & Co.,
Seattle. Member of Washington State C.P.A. Board of
Examiners. Lecturer in Auditing, University of Washington.

A MESSAGE FROM THE BOARD TO LaSALLE STUDENTS
At one of the recent meetings of the Advisory Board held at the University, the members indicated a desire to be
directly helpful to the students themselves by means of an encouraging message. Among other things the under
signed members conveyed these thoughts in the message:
“LaSalle is equipped to do its part, and it can and will help you to the extent that you avail yourself of that help.
LaSalle is prepared to give you 100 per cent service, but you must give it 100 per cent effort; your future depends
upon that.
LaSalle never tires of bringing before you the value of continued, concentrated, and guided study. No matter where
or when you stop, it wants you to start again, because it wants you to finish. LaSalle’s instructors serve you as you
serve yourself. Their service becomes more and more effective as you yourself continue to study consistently, carefully,
and continuously.
Work, work, and constantly more work, well directed, is the basis of all success. Carry on your studies, do your work
regularly, day by day, consult your instructors freely and often, and never lose courage — these are the specifics for
success. Your school is watching you; it wants you to succeed and it is ever zealous in its desire to assist you. We are
glad to join our interest in you for the good of the profession.”

If you would like to know more in detail about any phase of Accountancy training,
from Elements of Accounting to our C.P.A. Coaching course, write Dept. 8479-11
and we'll gladly send you the information without any cost or obligation to you.

LaSALLE EXTENSION UNIVERSITY
4101 SO. MICHIGAN AVENUE
When writing to advertisers kindly mention The Journal
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A New
Edition

EXAMINATION
QUESTIONS
HE Board of Examiners of the American Institute of
Accountants has published a third edition of examination
questions, to include all the problems and questions set in the
Institute Examinations from June, 1917, to November, 1927,
inclusive. The volume contains 225 questions in auditing, 324
questions in commercial law, 302 problems and questions in
accounting, theory and practice.
Official answers are not published.
At the present time two-thirds of the States and Territories
of the United States are using the Institute questions in their
C. P. A. examinations.
These examination questions should prove of great value
to the applicant for membership in the American Institute of
Accountants, the candidate for a certified public accountant
certificate and the student of accountancy. The new volume
contains 538 pages, indexed, cloth bound.

T

THREE DOLLARS A COPY

After each examination the questions
are published in pamphlet form at
ten cents a set which with the bound
volume will constitute a complete
record of examinations from the
beginning of the Institute to date.

American institute
135 Cedar Street

of

Accountants
New York, N. Y.

When writing to advertisers kindly mention The Journal
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Accountants’ Cases
An exceptional case at an exceptional price.
A Shawl-strap case, 10" x 17" of heavy
cowhide in black or tan, made by a harness
maker and handstitched throughout.
Handsome, Convenient, Durable
$18.50 Parcel Post Prepaid
$19.50 West of the Mississippi

John Ward & Son
Printers and Stationers
115 Cedar Street
112 Liberty Street
New York

BINDING
The Journal

of

Accountancy

Subscribers to The Journal of
Accountancy who have their maga
zines bound for permanent reference
may find it an economy or a conven
ience to avail themselves of the binding
service conducted by the Publisher.
The magazine is bound in tan buck
ram with title, dates and volume num
ber stamped in gold on red leather.
When the magazines constituting the
volume are supplied by the subscriber
the binding charge is $2.
Missing numbers, with the exception
of a few rare issues, will be supplied, if
obtainable, at 50 cents each.
Binding orders and the magazines to
be bound should be mailed or delivered
to

The Journal of Accountancy
INCORPORATED

135 Cedar Street

New York

A 2B Eldorado is con
venient for hurried writ
ing. Use it when you
are doing odd sums,
multiplying, or dividing
on the scratch pad. Use
it for making notations,
or for jotting down
memorandums. Its soft,
easy-writing lead facili
tates action and clear
thinking.

DIXON'S

ELdoRAD

“The Master Accounting Pencil
SEND FOR FREE SAMPLES
Write for full-length, free samples
of Dixon’s “ELDORADO,” and of
Dixon’s “THIN-EX,” thin, colored
lead pencils for small figures and
check marks.

JOSEPH DIXON
Pencil Dept. 117-J

CRUCIBLE COMPANY
Jersey City, N. J.
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Senior Accountants
E can offer unusual opportunities to several experienced senior accountants who have
the right personal and professional qualifications. We prefer candidates who are
members or associates of the American Institute of Accountants, or who are C. P. A.’s in
some state where the degree has a recognized standing, or who are Chartered Accountants.
A combination of strong experience in industrial accounting and some public practice will
be given serious consideration.
There are opportunities for men with slightly different qualifications at both our eastern
and western offices. The range of work is agreeably varied, and we want men who are pre
pared to do high-grade work and qualified to take a responsible part in the future development
of our organization.
Replies in respect to openings at all offices should be addressed to 110 State Street, Boston,
and should state age, education, information that will show clearly where applicants stand
with reference to general education, professional schooling, etc., whether married or single,
chronological account of business and professional experience, present and expected salary.
Be brief, be precise; if your record is already on file in any of our offices, please call it to our
attention.
Replies will be received in strict confidence and no inquiries made of present or past em
ployers, or references, without express permission from the candidate.

W

Scovell, Wellington & Company
Boston

New York

Philadelphia
Cleveland
Chicago
Syracuse
Kansas City
San Francisco

Springfield, Mass.

Classified Advertisements

Copy for classified advertising must be in hand at the office of The Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates for "Help Wanted” and ‘Miscellaneous” are $9 per inch or fraction for one insertion; $7 per
inch or fraction each additional insertion. “Situations Wanted,” 85 up to 65 words each insertion.

HELP WANTED

Help Wanted
If you are open to overtures for new connection and qualified
for a salary between $2500 and $25,000, your response to this
announcement is invited. The undersigned provides a thor
oughly organized service of recognized standing and reputation,
through which preliminaries are negotiated confidentially for
positions of the calibre indicated. The procedure is individual
ized to each client’s personal requirements, your identity cov
ered and present position protected. Established seventeen
years. Send only name and address for details. R. W. Bixby,
Inc., 125 Downtown Building, Buffalo, New York.

___

Senior Accountants

National firm of accountants requires first-class senior account
ants for permanent staff in Chicago office. Certified Public
Accountants preferred. Must have first-class ability, initiative
and long experience. Give particulars as to education, experi
ence, age, religion, nationality, whether married or single, and
salary required. Excellent opportunities for advancement for
superior men. Replies treated in strict confidence. Box 956,
care of The Journal of Accountancy.

SITUATION WANTED

Certified Public Accountant
Certified in three states by examination, seven years’ public
practice in supervisory capacity, broad experience in Federal
Tax matters, consolidations; systematizing and financial inves
tigations; also assignment of staff members, supervision of en
gagements, editing reports and assuming detail responsibilities
of principal. Open for a position leading to partnership connec
tion upon demonstration of ability. Box 958, care of The Journal
of Accountancy.

Certified Public Accountant
(American Institute examination, 1924) with experience in
public accounting and five years as field auditor with Internal
Revenue Bureau, wants connection as Traveling Auditor,
Office Manager, or Tax Accountant. Location immaterial.
Registered to practice before U. S. Treasury Department, and
Board of Tax Appeals. Protestant, age 42, single. Box 959,
care of The Journal of Accountancy.
MISCELLANEOUS

Computing Services
Expert Calculators and Comptometer Operators

SITUATION WANTED

Certified Public Accountant
of wide experience with a leading firm in a supervisory capacity
contemplates a change and desires a position in a similar capac
ity with a public firm or as comptroller or auditor with an indus
trial organization. Box 957, care of The Journal of Account
ancy.

Furnished with or without machines, in town or out, on short
notice. Inventories extended and verified — Footing and bal
ancing ledgers — Invoices checked — Statistical work — Com
missions — Percentages — Payrolls — Brokerage — Costs —
Interest and Pro-ratings. AU work accurately and quickly
performed. Special attention given to accountants.
LIGHTING COMPUTING SERVICE
For terms write B. LICHTMAN
151 Fifth Avenue
Telephone: Algonquin 3310
New York

When writing to advertisers kindly mention The Journal of Accountancy

Introduction to
Actuarial Science
H. A. FINNEY
Published under the Endowment Fund of
the American Institute of Accountants

has long been a de
mand for a clear elemen
tary text on Actuarial Science,
and it is hoped that the de
mand has been fully met by
this volume.
There

This work should appeal not
only to the accountant but to
many business men, touching
as it does on such subjects as
Interest, Rate, Frequency and
Time, also on the many phases
of the following subjects:

DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS & F. W. THORNTON
PUBLISHED UNDER THE ENDOWMENT FUND OF
THE AMERICAN INSTITUTE OF ACCOUNTANTS

CHAPTER I

HIS series of Articles, written in response
to many inquiries from persons who are
considering the desirability of public account
ing as a means of livelihood, or who, having
studied therefor, are about to commence
practical work, does not aim to add anything
to the sum of human knowledge. Its object
is to set forth just what work is expected of the
beginner and of the more experienced junior
accountant.

T

WELVE chapters briefly describing each
step expected of a junior accountant in
conducting an audit from the very beginning
and at the end, valuable suggestions in making
your report of an audit to the senior accountant
in charge.

T

TABLE OF CONTENTS
Chapter

Single Investments
Annuities
Leasehold Premiums
Bonds
Depreciation

The book also contains prob
lems and solutions of some of
the above subjects.

A Book Worth While
Price $1.50 delivered in the
United States of America

First published in book form in February,
1918, this book’s popularity has been consist
ently maintained. It is now in the fourth
printing.
Price, in Cloth Board Binding, $1.00

AMERICAN INSTITUTE
of ACCOUNTANTS

135 Cedar Street

New York

I — Auditor's records
Beginning of the work
II — Verification of bank balances, cash on
hand, etc.
Checking footings
III — Misuse of adding machines and lists
Checking and testing postings
Vouching entries
Accounts carried in foreign currency
IV — Verification of securities
V — Taking trial balances
Items not on trial balances
VI — Vouching capital assets and additions
thereto
Checking inventories
Making schedules
II — Finishing the work
Use of percentages in reports
VIII — Liabilities not taken up
Exhibits (for the client)
IX — Conduct of juniors in clients' offices
Abuses discovered in clients' offices
X — Checking the correctness of the assistant’s
own work
Utilizing waiting time
Systematic check-marks
XI — Care of papers
Care of clients’ books and records
XII — Reports — Matter to be included
The style

THE AMERICAN INSTITUTE
OF ACCOUNTANTS
135 Cedar Street

RUMFORD PRESS
CONCORD

New York City

When Machines
Replace Men
We know of a case where the instal
lation of automatic machinery made
possible a reduction from225to 24 men.
In addition to close analysis of labor
costs, accuracy of production costs
must now involve definite and clear
cut determination of the cost of
owning, maintaining, and of provid
ing for the replacement of those
machines.

Naturally such industries turn to
American Appraisal Service for the
basic facts upon which the account
ant erects correct cost structures.
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